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Aramco's production in 195) rose 13%,from level set me 
previous year to new record of 3)73;884,850 barrels. “oo ww? 
Agreement signed. between Saudi Arabian’Government and ©" 

Onassis giving later monopolistic rights in transport- 

ing oil produced in Saudi Arabia. Aramco claimed agree- 

ment conflicts with its concession and dispute to be 

arbitrated. 


‘3y pours = 


Level of economic activity was high. Cost of living 
rose slightly. Imports from U.S. down from 1953 level. 
Saudi Arabian Monetary Agency maintained stability of 
riyal, changed personnel, 

—~ 
Government reorganization slowed economic development. 
USA Operations Mission ("Point Four") and Govenco 
(German engineering and construction Company under con- 
tract to Saudi Arabian Government) left country. Mining 
Syndicate ceased operations. Building activity was at 
boom level. American group given exclusive concession 
to form company utilising surplus natural gas. Forma- 
tion of fishing company undertaken. Shaikh Abdullah 
Suleiman retired as Finance Minister; succeeded’ by Shaikh 
Mohammed Surur. Ministry of Finance reorganised. Budget 
agreed to by Council of Ministers and published. 


@ 
0) 
> 
O 
oO 
~ 
dh 
8 
mah 
Ol 
Ol 


END UNCLASSIFIED 
BEGIN CONFIDENTIAL 


The economy, which suffered from official corruption and 
Be fo profligacy, showed signs of improvement under new 
e Minteter. Steps were taken to pay Government 
5 debt, and follow provisions of budget. (1) Grow- . 
PP ‘middle Class, which seeks profitable domestic invest~ 
| ment opportunities, and (2) basis social stability should 
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assist in paving way for nation's gradual economic 
development. 


Direction of economy was towards economic nationalism. 
Onassis agreement, lack of cooperation shown USAOM and 
ousting of Govenco seen in light of this trend. Outlook 
was for continued high level oil production by Aramco, 
and slow progress in development activities. 
END CONFIDENTIAL 
BEGIN UNCLASSIFIED 
TABLE OF CONTENTS 
Introduction 
Petroleum Affairs 
A. Oil Production 
B. Marketing of Oil 
G- Transportation of Oils The Onassis Agreement 
END UNCLASSIFIED 
BEGIN CONFIDENTIAL 
D. Negotiations conceming Price of Oil 
END CONFIDENTIAL 
BEGIN UNCLASSIFIED 
Status of the Saudi Arabian Economy 
Ae Level and Rate of Economic Activity, of amen 
and Social Stability and Progress 
B. Level of Domestic Trade 
G. Level of National Income, Employment, Prices, Wages, 
Cost of Living 


D. Foreign Trade 
E. Fiseal Developments 


IV. Economic Development Analysis 


A. Agriculture 

B. Communications 

Ce The Ousting of Govenco 

De Termination of United States of America Operations 
Mission ("Point Four") Activities 


E. Mining 
| CONFIDENTTAL WITH UNCLASSIFTED PORTIONS 





boNFIDENTTAL WITH UNGALSSTFTED — 
esp.  — 


of 








Desp N ee 
From__Jidda CONFIDENTIAL WITH UNCLASSIFIED 0 


(Classification) | PORTTONS Desp. No. 


x From_ 








F. Industry 
G. Electrification 


V. Analysis of Factors Influencing Saudi Arabian Economy, 
195) 


A. International Factors 
B. Domestic Factors 


END UNCLASSIFIED 
BEGIN CONFIDENTIAL 
C. Weaknesses and Strengths of Economy 
VI. Direction and Outlook 
A. Economic Nationalism 
Be. Petroleum Affairs 
C. Financial Affairs 
END CONFIDENTIAL 
BEGIN UNCLASSIFIED 


D. Economic Development 
Ee. General Economic Conditions 


END UNCLASSIFIED 
BEGIN CONFIDENTIAL 


Enclosure: List of Selected Economic Despatches. 


7 LCoMPTMENTTAL WITH MNGLABSTPTED PORTIONS 


a 











Page ___of 
_ Desp: No_138 Enel. Nez ——. 
Fro —— (Classification) PORTTONS i No. ———- 
: (ro aes = 
Ie INTRODUCTION 


The economy of Saudi Arabia is based almost exclusively on the production 
and sale of petroleum and its refined products by the Arabian American Oil Comp~ 
any (Aramco). Revenue from the petroleum industry provides the means to import 
the bulk of the commodities on which the nation - largely arid and underdeveloped - 
lives. 


This revenue enters the economy from two sources: local expenditures of 
Aramco and its payments to the Saudi Arabian Government (SAG). The payments to 
the Government - totaling about 85% of SAG'S income - are equal to one half Aramco's 
net profit, which is determined by deducting from the Company's gross profit its 
operating expenses, exploration and development expenses, depreciation and foreign 
taxes. The other half of Aramco's net profit goes to its shareholders; Standard 
Oil of New Jersey, Standard Oil of California, Socony Vacuum 011 Company and the 
Texas Company. 


Aramco and the Saudi Arabian Government constitute the two significant 
economic complexes in the country. ‘They are the nation's principle consumers of 
goods and services. However, their methods for meeting their demands for commodi- 
ties differ. Aramco, on the one hand, has tended to import on its own account. 
Until recently, it has used the local market only sparingly for its requirements 
other than labor. The Government, on the other hand, generally does not import 
on its own account. It buys through a merchant clique which numbers about a score 
and which has ‘become wealthy as SAG's suppliers. 


Besides Aramco's local expenditures and the Government's payments to merchants, 
the other significant sources of new money for the economy are the Govefmment's 
salaries to employees, its bounties to bedouin tribes and the expenditures made by 


the foreign pilgrims - approximately 150,000 annually - who visit the holy cities 
of Mecca and Medina. 


As can be seen from the foregoing, the position of the Government in the 
Saudi Arabian economy is the reverse of the role ordinarily played by the govern- 
ments in other countries. There, in general, the national income is created by 
the people, the Governments obtaining revenues through taxation. In Saudi Arabia, 
the lion's share of the national income is initially the Government's and it is 
dispersed to the inhabitants for the purposes and via the channels mentioned above. 


It should be noted that statistics relating to the economy are largely un- 
available. This review is by necessity an amalgam of the opinions voiced by the 


more articulate members of Jidda's business, commercial and petroleum circles 
weighed against the observations of the Embassy. 


' II. PetRoigum AFFArRs- 
A. O11 Production 
During 1954, Aramco's production rose 13% to an all-time high from the 


mark set the previous year. The total production of crude oil for the year | 
reached 3)7,88),850% barrels, placing Saudi Arabia ahead of Kuwait, leader in 1954» 


e barrel = }2 gallons 
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as the top Near Easter oil producer. The margin of Saudi Arabia's dominance 
was a scant 500,000 barrels, or less than one day's production. In terms of the 
weight of oil produced, Kuwait - with petroleum of a heavier specific gravity - 
was slightly ahead. 


In addition to Aramco, the Pacific Western Oil Company, holding the Saudi 
Arabian concession to an undivided half interest in the Saudi Arabian-Kuwait 
Neutral Zone, made its first shipments of oil during the year under review. This 
Company, together with the American Independent 0il Company which holds the Kuwait 


half of the concession for the Neutral Zone, exported 5,700,709 barrels of crude 
oil in 195). 


B. Marketing of Oil 


To maintain its competitive position among Near Eastern producers, Aramco 
marketed its petroleum and petroleum products to a greater degree for non-dollar 
currencies during 195 than previously. The resulting increase in the soft currency 
income of the Company was reflected in its payments to the Government and tended to 
shift the import pattern of both groups from dollar to non-dollar markets. 


C. Transportation of Oil: The Onassis Agreement 


In January 195), Mr. Aristotle Socrates Onassis, Greek shipowner, announced 
he had signed an agreement with the Saudi Arabian Governement under the terms of 
which his tankers were to be given a preference in the transportation of Aramco's 
oil. The Saudi Arabian Government denied Mr. Onassis' assertions. 


Shortly thereafter, however, such an agreement was approved by the Council 
of Ministers and later, in modified form, signed by the King, ahd published, where- 
upon it became apparent that the agreement aimed at giving Mr. Onassis an ultimate 
monopoly of the transport of oil produced in Saudi Arabia. This raised at onege, 
on the international plane, the question of "flag preference". 


The legal and commercial significance of the "Onassis deal" as the agree- 
ment came to be called was not lost on Aramco. Nor was the strategic significance 
lost on the governments of consuming countries. Opposition to the agreement 
developed from both sides: Aramco was of the opinion (a view shared by the U.S. 
Government) that the agreement was in contradiction to its concession agreement 
and would throw out of balance the marketing system it had laboriously developed, 
while the several consuming countries - in addition to objecting to the possibility 
that their own tankers would be replaced by Onassis' ships — took the stand that 
they could not afford to be dependent upon Saudi Arabian oil if it were to be 
transported exclusively by Onassis' tankers. 


Negotiations between Aramco and the Saudi Arabian Government concerning 
the Qassis agreement were held on several occasions after tts publication. These 
were, however, inconclusive, and on December 13, 1954, the Minister of Finance 
announced that "in keeping with the cordial relations prevailing between the 
Government and the Company" the difference of opinion regarding the Onassis agree- 
ment would be referred to an Arbitration Committee as provided for under Aramco's 
Concession Agreement if no accord had been reached between Aramco and the Govern- 
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ment by January 15, 1955. "The dispute o@@ured," the Finance Minister stated, 
"despite the good intentions of both parties." — 
(Note: No accord was reached by January 15, 1955 and the matter is being 
referred to an arbitration committee. BEGIN OFFICIAL USE ONLY: See 
Embassy Despatch 12 of March 30, 1955. END OFFICIAL USE ONLY.) 


BEGIN CONFIDENTIAL 
De Negotiationa Concerning Price of Oil 


Mramco's policy of selling crude oil to its parent companies at 4 
reduced rate gave rise to ’claims from the SAG in the past that the Government's 
share in the net profits of Aramco was being adversely affected. 


Negotiations between SAG and the O11 Company were held during the year 
under review on this topic and on October 3, 195) an agreement was reached whereby 
Aramco obtained full quittance of all claims originating prior to October 6, 1953. 
In return Aramco paid SAG the equivalent of $ 70,000,000 ($20m paid immediately, 
the remainder to be paid in installments offer a period of fifteen months). Claims 
ag Goverment arising subsequent to October 6, 1953 were not settled during 
195h. 


END CONFIDENTIAL 
BEGIN UNCLASSIFIED 
III. STATUS OF SAUDI ARABIAN ECONOMY. 


A. Level and Rate of Economic Activity, of Economic and Social Stability 
and Progress. 


The Level of economic activity in 195) was good, though it was doubtful 
that it was as high as in 1952 or 1953. The Government was a heavy consumer al- 
though slow in its payments, some accounts going into a second — or occasionally 
a third — year without being settled. Merchants claimed that profits were off 
from the previous year. Competition in all tines was increasing. 


Inasmuch as economic activity was good, it might be assumed that the 
rate of economic progress was also. Such, however, did not appear to be the case. 
Government expenditures during 195) were largely for consumer goods and services, 
little capital being invested in basic public works or development programs. On 
the contrary, during 195 the activities of both the USA Operations Mission 
("Point Four") and Govenco (The German engineering and construction company under 
contract to the Saudi Arabian Government) were curtailed by the Government, and 
the two groups left the country. 


sy 
But while 195) was not noteworthy for its economic progress, it was for 
its basic stability, both economic and social. The transition from the reign of 


- - 
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King Abdul Aziz ibn Saud, who died in November 1953, to that of his fifty-four 
year old son, King Saud ibn Abdul 4&zis, was smoothly made and unmarred by wuto- 
The economy, if static in the development field, seemed a hardy 

Labor trouble of a nature reflected in the 1953 strike of 


ward incidents. 
one, and expanding. 
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Arab employees of Aramco was wmknown. 


Be 


role in the country's economy. 


Level of Domestic Trade. 


The exchange of commodities produced in Saudi Arabia plays a minor 


Otherwise, the country lives predominantly on its imports. 


C. 


Level of National Income, Employment, Prines, Wages, Vost of Living. 


1. National Income. 


Lack of statistics makes it impossible to determine this figure. 


(According to the budget for the period Sept. 195) - Aug. 1955, the 


Government's income is to be approximately $ 300,000,000, and of this 


is to be obtained from Aramco payments. 
2. Employment and Wages. 


The levels of employment and wages were high in relation to 


other Arab countries. In the case of skilled and semi-skilled labor, 


demand was greater than supply and wages increased as employers 
competed for trained workers. 


Aramco's growing practice of purchasing a portion of its 
commodity requirements through Saudi importers stimulated business 
in the Persian Gulf area giving impetus to the establishment of 
branches of Jidda companies in the ports and towns near Dhahran. 


On the Red Sea side of the Kingdom, the employment picture 
was equally bright. The Government provided the stimulus in the 
Jidda - Mecca area, being simltaneously the principle employer 
and major consumer. Second in importance was undoubtedly the 
building industry which absorbed much of the lesser skilled 
laborers. 


In the hinterland, the bedovin contended with the elements 
as they have done for centgries. Reports indicated that certain 
sectors of their lands had suffered a drought, and their livestock 
had either died or had been sold to the Government. Sbme.thdusands 
of tribesmen apparently were forced to migrate to the capital, 
Riyadh, to live off the royal dole. 


3. Prices and Cost of Living 


| CONFIDENTIAL WITH UNCLASSIFTED PORTIONS 





Exceptions to this are the marketing of petroleum 
products refined by Aramco, and the foodstuffs and livestock raised — and largely 
consummed = by the bedouin tribes inhabiting the less arid areas of the Kingdan. 
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Two factors combined in 195) to cause a slight increase in 
the price level. First, in September, rent controls were taken 
off. As a result, office rents in the market district of Jidda 
and Mecca rose, in some cases by 1000%. Secondly, in November, 
the riyal was devalued vis-a-vis the dollar by approximately 2%. 
Higher ovefhead costs, and the increase in the cost of imported 
goods created a slight inflation, estimated at between 5 to 10% 
by banking circles. 


D. Foreign Trade 
1. Balance of Payments 


The absence of statistics precludes the presentation of a balance 
of payments for Saudi Arabia. If statisties were available they would 
probably indicate that much of the national income was transferred 
abroad within a relatively short time after receipt. Domestic hoards 
and investments in real estate would be the exceptions, 


The following items are suggested as being of probable signifi- 
cance in a balance of payments for Saudi Arabia: ~ 


a) Transfers of currency to cover imports of SAG 

b) Transfers of currency to cover imports for sale to 
local’ market. 

6) Transfers to accounts in foreign banks 

d) Investment in real estate in foreign countries, 
especially Lebanon and Egypt. 

e) Remittances abroad. 


2. Geographic Pattern 


Aramco's policy of marketing its oil for non-dollar currencies 
resulted in both the Company and the Government building up soft 
currency balances to a greater degree than heretofore. The effect 
on Saudi Arabia's trade pattern began to be felt in 1953 and while 
statistics are not available for 195), it is certain the trend was 
intensified in the latter year. As a result, Britain and Germany 
and to a lesser extent France and Italy probably improved their 
position in regards to exports to Saudi Arabia. 


Southeast Asia, especially Burma and India, can be expected to 
emerge as the major rice suppliers to this market. Wheat is imported 
from Canada, the United States and Australia. 


Drugs were imported from various countries, America, European 
and British sources being well represented in this line. 


3. Commodity Pattern 


Building materials and foodstuffs would be high on a list of — 
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by value. Textiles appear to have had steady sales. However, if any’ 
items could be singled out as showing exceptional increase in import 
level, they would be air conditioning equipment and automobile parts. 
Competition in both these lines became intense, but at the same time 
the demand remained firm, 


Importation of automobiles and trucks was at a high level. A 
shortage of electrical power is reported to have slowed imports of 
electrical equipment. , 

Luxury goods such as perfume, watches, toiletries, and jewelry 
found a ready market. Shops catering to this trade increased in 
number on both sides of the Kingdom. - 


Light machinery in the form of electrical generators and deep 
well pumps was imported in good quantity. The sale of lubricating 
oils to the owmers of such equipment as well as for 1 use in auto- 

mobiles and trucks increased as a result. 


he. Trade with the United States 


The importation of commodities from the United States declined , 
in 195 from the level of the previous year. Responsible for this 
trend, which began in 1953, are several factors: 


a) Aramco's vast expansion, which raised its level of 
imports from the United States to a peak several years ago, is 
over. Imports during 195) were primarily for consumption and 
replacement. 


b) Both Aramco and the Saudi economy tended to import 
more commodities from countries which would accept non-dollar 
currencies. 


c) A @erman engineering and construction company("Govenco" ) 
replaced the. American firm of Michael Baker Jr., Inc., as SAG's 
chosen engineering company on January 1, 195k. The German Company 
imported primarily from Germany. 


d) Competition from British and continental manufacturers 
increased. 


The decrease in the availability of dollars caused several 
American manufacturers, notably tire and telephone manufacturers, to 
commence supplying the Saudi Arabian market from plants located 
abroad. In other cases, American producers offered to accept 
soft currencies for their products, utiligzing the exchange obtained 
for foreign investments, the importation of foreign commodities 
into the United States or exchange transactions. 


Among commodities imported from the United States in significant 
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: amount were air conditioning equipment, automobiles, trucks, 7 
automobile parts, foodstuffs, and passenger airplanes - the 
csi Arabian Airlines purchasing four Convair 30's during 
195h. 


Notwithstanding the expected decline in American exports 
to Saudi Arabia and the increase in imports from other countries 
the position of the United States as the principle supplier to 
ioe Saudi Arabian market appears to have been retained during 
19 e 


S. Treaties 


The Saudi Arabian Government ratified the Arab League Payments 
and Customs Agreements (described in the economic report fér 1953) 
- during 1954. 


The Agreements facilitate the transfer of capital from one 
Arab state to another and allow reductions in import duties for 
agricultural and industrial goods produced in and imported from 
Arab countries. 


E. Fiscal Developments 
1. Activities of.Saudi Arabian Monetary Agency 
a) The Saudi Sovereign 


The year under review opened with the monetary problem 
(inherited from late 1953) created by the presence of counterfeit 
(replica) Saudi sovereigns. The Government had issued this coin in 
1953, supporting it at forty riyals, the equivalent of approximately 
$ 10.70, nearly $ 2.50 greater than the value of the gold content 
of the coin. The appearance of counterfeit sovereigns of the sme 
weight and firmess of gold was noted within the year. 


Faced with this problem the Government called in all Saudi 
sovereigns. Except for small amounts which are occasionally put into 
circulation and which return to the Monetary Agency after short cir 
culation, they are now resting in the vaults of the Monetary Agency. 


b) Pilgrim Receipts 


Acceptance of these paper receipts (termed "warehouse 

receipts for silver riyals" by Mr. George Blowers, ex-Governor of 

the Monetary Agency) has been complete. Five million five-riyal 

and ten million ten-riyal notes of new, slightly larger and dif- 

ferent design were issued in time for the 195 pilgrimage with the 

thought that the old receipts could be withdrawn. ‘The expansion of 

the economy and increased demand for the paper receipts made it desir- 
7 able, however, to leave both old and new issues in circulation. 
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c) Personnel changes 


New officers took over positions in the Monetary Agency in 
195). Mr. George Blowers, who had been Governor for over two years 
was succeeded by Mr. Ralph D. Standish, previously 6f the National 
City Bank of New York, on October 30, 195. At the same time, 
Sayyid Matuq Hassanain, formerly of the Ministry of Finance, was 
appointed to the position of Vice Governor which had been left 
vacant since July, 195), by the resignatiom of Rasim Bey Khalidi. 
Dre Ae Ne McLeod, Director of Research, completed his service with 
the Monetary Agency in the summer of 195). His position has not 
been filled. . 


2. Change in the Riyal-Dollar Rate 


On November 1, 195) the Saudi Arabian Government changed the rate 
at which it supports the riyal from 3 riyals 154 qursh* to 3 riyals 
s qursh to the dollar. The depreciation amounted to approximately 
fhe 


3. Money Supply 


The expansion in the country's economy created a demand for an 
expansion in the means of exthange. Plans were afoot at the end of 
the year to import an appreciable quantity of new silver riyals, 
The subject of another issue of Pilgrim Receipts was also under 
consideration. 


he Credit Conditions and Availability 


The Saudi Arabian Government had no difficulty in obtaining 
short or long term loans within limits set primarily by the amount 
of taxes due but not immediately payable by Aramco. 


In the commercial field it was not the practice of American 
firms to extend credit terms to Saudi Arabian importers. Trans- 
actions on a sight draft basis were more frequent, however, and 
faced with growing competition from foreign manufacturers, several 
American companies investigated the advisability of also granting 
terms of credit. 


END UNCLASSIFIED 
BEGIN LIMITED OFFICIAL USE 


The difficulty in extending credit to Saudi firms was basically 
the problem of tardiness in Government payments to\Saudi importers. 
Sales by importers to the Government were,as a rule on a credit 
basis. The Government's patronage was highly desirable, the business 
was profitable and, for the most part, there was no alternative 
market. 


+ 22 qurah —- 1 riyal 
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But the delay which often occured in the Government's ability to 
meet its domestic obligations sometimes projected into intemational 


commercial relations when a Saudi importer who had been granted 
credit terms by a foreign company was forced to pass on to the 
foreign exporter the delay in the Government's payments. 


Taking into consideration the complex and uncertain channels 
for redress of commercial grievances in Saudi Arabia, the subject. 
of credit was approached with caution by American manufacturers 


5. Interest of SAG in Joining IBRD and IMF 


The Saudi Arabian Government showed interest in joining the 
International Bank for Reconstruction and Development and the 
International Monetary Fund through 195). Shaikh Abdullah 
Suleiman, them Minister of Finance, was generally in favor of 
joining, but the Council of Ministers failed to act on the matter 
prior to. his retirement from office in late August of the year. 


His successor, Shaikh Mohammed Surur, was reported to be 
considering membership for Saudi Arabia in the Fund and Bank, but 
SAG's early encouraging interest had apparently considerably les- 
sened by the end of the year. 


END LIMITED OFFICIAL USE 
BEGIN UNCLASSIFIED 
IV. ECONOMIC DEVELOPMENT ANALYSIS 
A. Agriculture 


The Ministry of Agriculture completed its first full year with Cabinet 
rank in 1954. It was a period necessarily devoted to organization, planning and 
the surveying of possible projects, to be undertaken in the future. 


One item under consideration by this Ministry was a water drilling and 
irrigation program involving operations costing in excess of $1,000,000. French, 
German, British and American companies expressed an interest in the program and 
were in touch with the Ministry through local representatives. 


Another project being considered was the plan to egtablish six regional 
"agricultural Centers" equipped with modern farm equipment, tractors, trucks, and 
trained personnel. The surrounding areas would be assisted by these centers, the 
purpose being to teach new techniques to the local farmers and aid them in raising 
their productivity. 


Locust control figured in the Ministry's operations, also, and ten 
teams equipped with trucks, bait and personnel were put into the field during the 
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year. These teams were to work in cooperation with the six teams of the British 
Desert Locust Control Group, six teams from Egypt and six from India under the 
general direction of the Jidda office of FAO. 


At the close of the year, when the budget for the period September 195)- 
August 1955 was published, the Ministry of Agriculture was allotted approximately 
$ 4,300,000 for its operations. 


B. Communications 


Improvements in the field of communications were limited. Progress 
was made on the installation of an automatic telephone exchange in Jidda, but 
funds were not available for the purchase of equipment to be used in the distribu- 
tion networks. 


Projects to supply Medina and Riyadh with automatic exchanges were 
considered, but no apparent action was taken. 


Work on the installation of telecommnications equipment to link the 
major cities of Saudi Arabia together and to foreign capitals by radio-telephone 
service was delayed by the tack of Government appropriations for a building to 
house the equipment. At the end of the year prospects for a start on the con- 
struction of the building in 1955 were brighter, The equipment, in the meantime, 
is being stored in Germany. 


The program for building new royal palaces in the min cities of the 
country included plans for the installation of telephone systems. Funds for this 
purpose were available, and contracts were negotiated by several local representa- 
tives of American and foreign telephone manufacturers, 


Highway construction was negligtbae, Work on the completion of the 
Jidda — Medina road began again, but a shortage of asphalt, machinery and person- 
nel restricted operations for most of the year. Grading began in December and 
paving was to start again in January, 1955. 


Ce The Ousting of Govenco 


Govenco, the German engineering and cons tion company which replaced 
the. American firm of Michael Baker, Jr.,Inc. as the rnment's chosen contractor 
on January 1, 1954, ceased operations in Saudi Arabia in August, 195). 


Differences had developed between the German Company and the Government 
in July over invoice policies followed by the Company. The dispute was resolved 
the following moth by the cancellation of Govenco's contract by the Government. 
The German personnel of the Company, who had numbered approximately 150, left 
Saudi Arabia soon thereafter. 


Govenco had had insufficient time to accomplish any tangible works during 


its brief stay. With its removal, a Government operated "Directorate of Public. 
| Works" was created and undertook the maintammmce of some public roads .and the up~ 


keep of the royal palaces. 
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is Plans to replace Govenco with another foreign construction company were 
obscure. The Government appeared satisfied for the moment to let the matter rest 


De Termination of United States of America Operations Mission 
("Point Four") activities 


The early months of the year under review were devoted USAOM to the 
preparation of special project agreements and their submission to the Saudi Arabian 


Government for approval. 


On June 30, 1954, before any of these agreements received the approval 
of the Saudi Arabian Government (required before implementation could take piace) 
the Foreign Minister, Crowmm Prince Faisal, speaking on the subject of Point Four 


announced in the Saudi newspaper Al-Bilad al Seu that the Government preferred 
"to meet all its requirements itself... preferred not to need Point Four." 


_ Shortly thereafter, the Saudi Government decided it would not renew the 
Country Agreement between the United States and Saudi Arabia under which USAOM 
carried on its activities in this country. Accordingly, USAOM ceased operations 
in the Kingdom, and the Mission's personnel had left the country by the fall of 
the yeare 


t ° 


Ee Mining 


1. Saudi Arabian Mining Syndicate , 

The gold mine at Mahad Dahab which had been worked for approximately 
seventeen years by the Saudi Arabian Mining Syndicate, a Company with 
British, American and:Saudi shareholders, was abandoned by the Syndicate 
in 195). The ore was declining in gold content, insufficient new re- 
serves had been found and labor casts had increased to a level at which 
it was no longer profitable to operate the mine. On April 27, under- 


ground activities ceased and on July 22, milling operations were dis- 
continued. 


The Syndicate sold its moveable equipment at the mine site and 
in its Jidda compound in December and prepared to leave the country. 


Production figures in ounces for the mine for 195) were as 
follows: 


Gold 34 9297 263 
Silver 63,680.92 


2. The Saudi Arabian Government Mine 


The Gold mine operated by the Saudi Arabian Government at Dhulm 
failed to measure up to earlier expectations during 195). Aside from 
diamond drilling for testing purposes operations have ceased at this 
mine. 
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 -F. Industry 
1. Survey 


The oil industry was,of course, the most important industrial 
enterprise in Saudi Arabia. With the exception of the construction 
industry, other industries were of small scale and of relatively 
minor significance. No figures were available for use in connection 
with a survey of construction activity, but the results of the buidd- 
ing boom in the main cities of the country were tangible: new cities 
were being built around the old. 


Construction was mainly of concrete reinforced with steel rods. 
Egypt and Greece supplied much of the cement used; Germany, Belgium 
and France furnished a sizeable proportion of the ste The demand 
for building materials stimulated interest in the possibilities of 
danestic production of cement and gypsum. A cement factory was being 
planned for erection near Hofuf in eastern Saudi Arabia, and gypsum 
deposits near Yenbo, on the Red Sea, were being studied for possible 
exploitation. 


The most impressive aspect of the building industry was the 
project for the building of new royal palaces in the major cities of 
the country. This ambitious program was proceeding at a rapid rate. 
In Jidda, for example, work continued day and night in the mecondunaet 
of 1954 on the construction of an immense "reception" palace and num 
erous smaller palaces to be used for residential purposes. 


Progress towards development in two other fields was made in 195): 


a) The Government granted a fourteen-month option to an American 
firm to undertake the capitalization of a petro-chemical plant for the 
exclusive industrial use of surplus natural gas in Saudi Agabia. 


b) A Swedish concern negotiated with a group of Saudi investors 
in regards to the possibility of forming a fishing company to operate 
in the Red Sea. (The Company was established early in 1955). 


2. Government Policies in Industrial Development Field. 


Policies of the Sovernment in regards to industrial development 
were ill defined. There appeared to be no conscious effort to stim—- 
ulate the growth of industry, and as in the past, foreign interests 
tended to take the initiative and approach the Saudi Government when 
interested in a specific project. (Regarding the formation of comp- 
anies, by royal decree they are required to have 51% Saudi shareholders 
and 75% Saudi employees. It can be said, however, that in practige, 
the Saudi Arabian Government has tended to weigh each case on its 
merits and the requirements as to owmership and nationality of employees 
have occasiomly been modified to suit special ications.” 
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p Ge Electrificatien 


Uneven progress was made in the efforts to increase Saudi Arabia's 
inadequate electrical generating capacity during 195). 


In Mecca and Taif work was cempleted on plants having a capacity of 
4000 and 1000 kilewatts, respectively. 


In Jidda, the Electric C » producing about 3,500 kilowatts, 
unable to meet peak demand during the ig vigth in Diy end Apguat shen the 
lighting and air cenditioning lead went up. Consequently, over ene half of the 
town was deprived of power for periods ranging between twelve and sixteen hours 
per day. Werk on the installation of a new generator of 5,000 kilowatts which had 
arrived in Jidda in January, 195), was hamstrung by dissension within the 
Electric Company. 


The outlook for imprevement in Jidda appeared bleak until December, 
when an American engineering company signed an agreement with the Electric Compa- 
ny te supervise the installation ef the new generater and two additional units of 
similar capacity. Engineers were arriving from the United States at the close of 
the year. 


V. ANALYSIS OF FACTORS INFLUENCING THE SAUDI ARABIAN ECOWGWY, 195) 


Ae International Factors 


1. World consumption of petreleum and petrolewm products increased and 
Aramco was able te market its increasing productien. 


2e Aramco marketed its oil te a greater extent fer non-dellar currencies 
than in 1953. 


3e Aramco's payments te the Saudi Arabian Goverment reflected the 
increase in its nen-dellar income. 


The influence of these factors on the Saudi Arabian econemy has been mentien- 
ed in other sections of this review. 


Be Demestic Factors 
1. Goverment Reorganization 


The reorganisation of the Saudi Arabian Goverment which began in 
late 1953 and continued throughout 195) was a factor of the first importance to 
the nation's economic life. 


For years the administazation of de Geverment's affairs had been 
almost completely under the firm contrel ef Shaikh Abdullah Suleiman, Minister ef 
Finance under the late king, Abdul Asiz ibn Saud. All goversmental expenditures 
for salaries, public works and develepmental projects were influenced by this 
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official. In addition, his try included branches of the Goverment seeming 
ly unrelated to financial utiens, such as jransportation, communications 


and agriculture. Contracts between the Government and foreign or domestic com- 
panies were negotiated and signed by him. 


On August 30, 1954, Shaikh Abdullah retired as Minister of Finance. 
In the last year of his incumbency important changes had taken place in the 
country. On the threne was a new'king, Saud ibn Abdul Aziz, and the Government's 
administration had been reorganized. 


Activities previously under the jurisdiction of the Ministry of 
Finance were taken from it and established as separate Ministries (Agriculture, 
Communications, and psa rm Asa ont body there was formed a Council 
ch -_abseorbe previously exercised by the 2 eal of 
get fap of the formation of companies, 
approval of agreements with foreign enterprises. 


Thus, when Shaikh Abdullah stepped.down as Minister of Finance 
te be succeeded by Shaikh Mohammed Surur, the centralised power he had enjoyed 
had been considerably dispersed. 





The first major accemplishment of the reorganized Government came 
on December 2), 1954, with the publication ef the Kingdom's budget for the Hegira 
Year 137k (Sept. 195h - Aug. 1955). It consisted’ of a brief accounting of the 
Government's income for the y 301,800,000) and a listing of expenditures 
($361, 330,000). The deficit was to be covered by funds taken from a "General 
Reserve of the BState*. Controllers from the Minister of Finance had been assigned 
to the other Ministries to approve the expenditures of funds granted under the 
budget and ensure that the Gemeral Reserye would receive them if they were not or 
could not be spent for the purpose provided in the. budget. (Begin Confidential 
Notes: Although previous existence. of this Reserve was doubtful, it could be 
created frem the eer roo 3 Aramce settlement mentioned in section II D. End 
Confidential Note.) 


Coming as it did in late December, the budget, from the point of 
view of implementation, is more closely linked to 1955 than to 195). It was the 
latter year, however, that saw the reorganisation of the Soverment which 
preduced the dget, as it was the latter year in which economic development 
was postponed while the Gevermment was reorganized. 


2e Building Boom 





In the absence of investment fer developmental purposes, the build 
ing boom, described teed was the most evident feature of ‘the country's 
economy in 195). 


In tn nerd the cause of the Phenomenal activity in this field is 





peor ous gardens are pleasant changes from the cramped quarter eerie th 
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The immediate effect ef the boom on the economy is te stimulate 
employment and create a and fer construction materials. The long term effect 
is te previde practical Ming to a siseable bedy of unskilled werkers in 
relatively Tatas’ ‘Seale enterprises and to foster the growth of local construction 


ont eee ne companies which may be of importance in the future development of 
the Gountry 
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BEGIN CONFIDENTIAL 
Ce Weaknesses and Strengths of the Economy 


fhe weaknesses in the Saudi economy as it was represented during most 
of 195) were bagic and all pervasive. 


The inmense wealth derived from the oil industry passed inte and cut 
of the econeny, leaving a single preductive investment in its wake. 
Signittennt tanta? and MicieutGael davetiiaant was uikiews. Injretiment in 
the communications and transportation system was at a standstill. Expenditures 
on social services were minute in cemparisen to the need. 





Corruption in official circles was rife. Bribery ef Goverment officials 
was widespread and favoritiem, nepetian and "bahksheesh" (Eng. equivalent:Kick—-back) 
usually determined the awarding ef Goverment contracts. 


Royal expenditures were immense. The King, visiting neighbeming countries 
with his heavily spending entourage, exhausted the state treasury during the spring 
of the year. While reperts of the largesse he dispensed abread filtered back to 
Jidda, salaries of Geverment employees were delayed because of insufficient fubds. 
The Gevermment's debts te merchants were ignored. 


A palace building program was begun, and its cost was heavy. Conserva- 
tive estimates ran from thirty te fifty million dollars. Others were higher. 


| Do he ide’ of aA MRS SOs © See valent oot ee a ue 
asib: aces. But for the most part, those who ceuld lined 

: , any pangs of C soothed by the realisation that if they 

did not — themselves, the wealth would be squandered by the Government. 


s ties co Mildies of TM as collet Ee oe 
ty Uilditer of Pilide in oc attics to miele a lsae’ 
etry in an effort to make it a less un- 
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When in December the budget was published, reaction was mixed. An 
improvement in the "tone® of the economy could be noted. Interest in the deve- 
loymental projects outlined in the budget appeared. The Ministries received 
part, if not all, of their appropriations and they seemed well intentioned - if 
somewhat uncertain - in their efforts to employ their funds according to the 
provisions of the budget. 


At ‘this point some denearrena detected a "coming of age" in the organi- 
zational pattern for Saudi Gevermment finances. Others were less optimistic. To 
the latter, the budget failed to present an adequate statement of the probable 
royal expenditures, and they predicted raids to supplement the royal treasury 
would be made on funds slated for the Ministries, the public work projects and 
the payment of the domestic debt. They were of the opinion that the extent of 
the reyal demands would determine the validity of the budget as an expression 
of financial policy, and they expected the demands to be heavy. 


To a certain degree these weaknesses - venality of Goverment officials 
and royal profligacy - had long been features of the country's way of life. In 
recent years, however, with the advent of sizeable revemes from the oil industry, 
the scale of the economy they affected had increased tremendously, and their 
influence in present day Saudi: Arabia was relatively mere deleterious than it was 
in the days when the country lived off the pilgrim trade. 


In the final analysis, it was evident that these shortcomings, while 
resulting in economic weaknesses, arese from human failings. Improvements would 
have te be worked at the level of the individual. 


On the other hand, there were human strengths, also. One example - the 
efforts of the Finance Minister to improve the machinery of the Govermment 4=tx - 
mentioned above. Another was the assistance he received from a fmall group of 
junior officials whose efforts appeared to be in harmony with his own. Together 
their influence could only be salutary. 


Other features strengthening the economy related primarily to the 
economic system itself. One such feature was tied directly to a weakness of the 
economy: the royal family, in the process of spending the oil revemues, caused 
funds to be transferred to the of ‘a growing middle class which tended to 
appreciate the value of mone “ greater degree than did the Kinga : 
family. Savings and » both middle class virtues, resulted. The process 
was @ slow one, but comet tate. an important aspect of the nation's gradual 
sides development. 


A secend factor, both cause and effect of the strength of the Saudi 
econoay in 1954, was the social stability which the nation enjoyed. Aside from 
the way of life of : bedouin, whese lot impr only sg) the standard 
of living in the country conyamien ' to rise dur! € al 
seemed to be full empleynen atmospher: 
cities of the st 7 
tical dissidents they remained in the S vettereck:, apparently ped oc jv well 
provided for under the existing economic order not te pese a problem during i 













period under review. 
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Lastly, the factor giving greatest strength to the economy Was,of | 


course, the assurance of revenue from the oil industry. The Government might 
overspend and overborrow, and perieds of expansion and contraction in the eco- 
nomy might eccur, but it was difficult to envisage any severe economic disorder - 
granted the population remained politically apathetic - as leng as world demand 
fer petrelewn and petroleum products remained high, and a market found for the 
production of Saudi Arabia. The economy of the country was on a firm foundation. 
despite its shortcomings. 


VI. DIRECTION AND OUTLOOK 
A. Economic Nationalism 


At the close of 195, it was apparent that Saudi Arabia was becoming 
economically nationalistic to an increasing degree. This trend had been exempli- 
fied during the year in several fields: in commercial affairs by the relative 
decline in business of non-Arab banks and companies in comparison to their Arab 
owned competitors; in saétivities by the lack of cooperation extend- 
ed the USA Operations Mission eventuating in its withdrawal from the country, 
and by the ousting of Govenco; and in petroleum affairs by the Onassis agreement. 





This trend may be repeated to continue in the future. Aramce and 
perhaps foreign managers or advisers of Saudi organisations, e.g. Saudi Arabian 
Airline (managed by TWA personnel), Saudi Arabian Railroad (American adviser) 
and Saudi Arabian Monetary Agency (American Governor) could be effected. The 
outcome of the Onassis agreement will be significant in this connection. 


B. Petroleum Affairs 
1. Production and Sales 


Two facters could @ffect Aramco's production of petroleum during 
1955: attempts by the Government to implement the Onassis agreement and compe- 
tition caused by the return of Iranian oil to world markets. 


It was expected, however, that the latter would be offset by 
increase in world consumption; and the possibility ef the former was uncertain 
but appeared unlikely, for, with the dispute between Aramco and Onassis being 
arbitrated, it was doubted that a decision would be reached in time to affect 
production in 1955. 


Under these circumstances, Aramco's production was expected to 
continue at a high level in the coming year, reaching, perhaps, a rounded 
target figure of one million barrels per day, as against total 195]; production 
of 38 million barrels. 


Sales for non-dollar currencies were expected to increase. 
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2. Aramco - Saudi Arabian Goverment Relations 


Future demands by the Goverment for increased revenue from 
Aramco were considered very possible. As long as the Goverment is unable to 
live within its income the oil industry as the principal source of Goverment 
funds would risk being subjected to pressure to increase its payments to the 
Government. 


C. Financial Affairs 


The influence of the Saudi Arabian Monetary Agency tended to be less_ 
under the new govermental organisation than when Shaikh Suleiman was Minister 
of Finance. Shaikh Mohammed Surur seemed less inclined to ask for or rely on 
the advice of the Agency's Governor than was his predecessor. 


END CONFIDENTIAL . 
BEGIN UNCLASSIFIED 


De Economic Development 


Several developmental projects were expected to be completed in the 
next eighteen months or two years, including the paving of the Jidda-Medina © 
road and the electrification of a The status of telecommmnications projects 
was uncertain, however. 

board 

There was a possibility that a central/coordinating economic develop—~ 
ment would be formed, but it would probably take several more years before this 
important reform could be put on a sound organizational] and operational basis. 
There was no indication at year's end that the Government intended to replace 
Govenco with another foreign engineering and construction company. 


The construction boom did not appear to awe run its course and 
building activities were expected to continue at a high level during 1955. 
HOverbuilding" could result. 


E. General Economic Conditions 
The economy was expected to continue to expand and the general standard 
of living rise slowly during 1955. Stability in social and economic affairs was 
expected 


to be maintained throughout the coming year. The country's import pattern 
would doubtlessly be affected by increased oil revenues received in non-dollar 


currencies. 
For the Ambassador 
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Selected Feonomic Despatches from Embassy, Jidda 195) 





Subject Classifi- 
No. Date cation 

Saudi Boycott of Israel 266 9 Jan. C 
“onthly Exchange Fate Averages for Foreign 

Currencies in Jidda, Second ‘juarter, FY 195) 268 1 Jan. U 
Saudi Boycott of Tsrael 272 16 Jan. ¢ 
Visit of Fgyptian Sconomic Vission to Jidda 27h 17 Jan. U 
King's Intervention in Aramco Labor Dispute auT 23 Jan. alg 


Governor of ‘ionetary Avency, George slower's 
Letter of Jan. 17 to U.S. Embassy Pe Stabilization 


Fund 279 ° 26 Jan. C 
U. S. Saudi Stabilization Agreement of ‘May 29, 

1950, Amended June 9, 1952 280 1 Feb, G 
Transmittal of a Trade iist of Firms in Vestern 

Saudi Arabia ; 283 6 Feb. U 
Aramco Operations: Labor «& Sales 298 28 Feb. C 
SAG Denial of Agreement with Onassis 299 28 Feb. CG « 
Appraisal. of UN Activities in Saudi Arabia 30) 6 “ar. U 
The Arab League Roycott of Israel 306 . 8 ilar. C 
Importation of Automobile Parts into Saudi Arabia SAk 11 Mar. U 


Present Status of Relations between ‘iichael Baker, 
Jr. Inc. and SAG 31h 16 Mar. C 


Aramco Price negotiations with SAG 315 16 Mar. G 


Transmittal of Regulations of Council of Ministers 
and Sections of Council 329 6 April U 


Posibility that SAG may apply for membership in the 
IMF and TBRD 331 13 April C 


<onthly Exchange Rate Averages for Foreign Currencies 
ia Jidda, Third .uarter, FY 195) 334 19 April U | 
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Subject 


German Activities In Arab Countries: Saudi Arabia 
Contract Between Govenco and SAG 

Saudi Arabia's Trade with the Soviet Bloc 

Six Months of King Saud 

Developments in the Onassis ilatter 

Expenditures of King Saud on Fgvpt & Pakistan Visit 
Resumption of Saudi-Aramco Price Negotiations 
pxcon: rossible Diversion of Copper Shipment from 
the Netherlands to firm of Abdulrahman & Ibrahir 
al Sobaiy, Riyadh 

_ Excons Nordex Plan for Miversion of Strategic Goods 
Transmittal of temo of Conversation oe Shaikh 
‘ohamed Alireza &% Mr, Frederic *. Awalt, ‘ated 


April 25, 195) 


Interest of American Group in Oil Concession in 
the Yemen 


Arab League Arrangement for Preferential Customs 
Treatment of Arab State Products 


Onassis Apreement & UA Navy Oil Needs 
quarterly Eeon. Summary: Jan thru Mar 195) 
German Activities in Arab Countries-Saudi Arabia 
Royal Largesse to Bedouin to be Doubled 

Annual Economic & Financial Review for 1953 


Transmittal of List of Fconomic *% Financial 
Despatches “Written During 1953 


Activities of Saudi Arabian Sirlines 
Saudi Arabien Agricultural ~rogram 


Chemical Fertilizer Plant 
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| Classifi- 
Subject No. Date cation 


Resignation of hasim Rey Khalidi, Yice Governor 





of the Saudi frabian Monetary Agency oe 5 June G 
Relations of ‘jichael Raker, Jr.,Ince with SAG hou 6 June LOU 
ARAMCO Reply to ‘‘inister of Finance Concerning 

Saudi—Onassis Agreement 07 6 June S 
‘uantity & Value of “‘inerals Produced in Saudi 

Arabia in 1953 08 7 June U 
Text of Asreement with Amendments Between Sandi 

Arabia & A-S. Onassis Oo9 10 June U 
Jidda Chamber of Commerce Support Saudi-Onassis 

Agreement 13 12 June U 
Jidda Blectrification yh 12 June LOU 


Excon: Proposed Shipment of 2,000 Metric Tons of 
“fexican Electrolytic Copper to Saudi Arabia via 


France 416 13 June G* 
Activities of Reynolds ‘‘etals Comnany in Saudi 

Arabia 17 13 June LOU 
Procedure For Trade lark Acplication 27 20 June U 


Possible Settlement of Differences ‘etween .’ichael 


Baker, Jr. Inc., and SAG 35 30 June G 
General ‘liotors Agency Kenresentation in jatar 437 30 June U 
Possible Loan to SAG by West Germany “£ 3 July C 
ARAWCO Decision Regarding its Italian Workers 5 3 July C 


Activities of Representative of the American 

Bureau of Shipping in Connection with Onassis 

Tanker Agreement with SAG 9 6 July LOU 
Revised Translation of SAG-Onassis Agreement 15 13 July U 
Monthly Exchange Rate Averages for Foreign 


Currencies in Jidda, Fourth Juarter, FY 195) 7 15 July U 


King Saud, July 15, 195) 28 28 July 


ay 


Conversation of ARAVCO Representative to SAG Jith 
S | 





| covert, | 
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Saudi Govt. \osition on '‘nassis Agreement | 





SAG Investigates Activities of COVE ICO 
ASRAMCO Reply to SAG on Onassis Agreement 


liemo of Conversation etween Schwabenthan % 
Ambassador re GOVECO Troubles with SAG 


Correction on Report of ‘juantity & Value of 
Minerals Produced 


Transmittal of Signed Texts of Renewal os 
Stabilization Agreement 


‘duarterly Economic Summary, Saudi Arabia 
Aoril-June, 195), 


Shipment of Rumanian Cement to Jidda 
Interest of Int'l. Development Services in 
Establishing a Fertilizer-—Plastics Factory in 


Saudi Arabia 


Final Settlement of Agreement setween liichael 
Paker and SAG 


Mxchange of Letters Hetween GAG and ARACO 
concerning Onassis Agreement . 


Monthly Exchange Rate Averages for Foreign 
Currencies in Jidda, First Quarter, FY 1955 


NAC's Report of Utilization of “laste Gasses in S.A. 
Economic Survey for Saudi Arabia, Third yuarter, 195) 
Plans for Construction of Cement Factory in S.A. 


Discussion Retween Officials Scandinavian Rank & 
Ministry of Finance 


Visit of Japanese Trade Mission to Jidda 


Onassis Dispute; Vonversation (Nov. 29) Between 
Deputy Foreign Vinister & Ambassador Wadsworth 
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Appointment of hepresentatives of “linistries 
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International Development Service Authorized to 
Form Corp. to Utilize Saudi “‘aste Gas 
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SUMMARY 


_ 


Aramco production for the first quarter of 1955 was 
slightly greater than the figure reached during the first 
quarter of 195). The dispute between SAG and Aramco over 
provisions of the Onassis agreement was committed to arbi- 
tration. The Saudi Arabian Mining Syndicate continued 
negotiations with SAG concerning its withdrawal from the 
country. Commercial activity was high in January, slightly 
lower the following two months. Importation of cameras was 
banned. The minting of 50,000,000 new Saudi silver riyals 
was ordered. Rasim Khalidi was appointed Vice President of 
the Monetary Agency. Mohammed Shoaib, a Director of IBRD 
and IMF, visited country. Progress was made in paving the 
Jidda-Medina road, and in the electrification of Jidda. 

A royal decree ordered the construction of a trans-Arabian 
highway. Moves were made toward re-opening the Hejjaz rail- 
way. German and Indonesian delegations visited the country. 
A Swedish-Saudi Fishing Company was formed. 


egez-d00 ‘vss3 
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I. Petroleum Affairs 


A. Production 


WOSNKUE 


Aramco production during the quarter under review totaled 85,736,187 
barrels, an increase of 90,311 barrels over the corresponding period in 19Sh. The 
average daily production for the period January-March 1955, was 952,62), barrels. 


This was an increase of 1003 barrels per day over the figure reached during the 
first quarter of 95h»: . 


The production of crude oil by the Pacific Western O11 Company, ho. g theO 
concession to the Saudi Arabian half of the Kuwait Neutral Zone, totale a8h,, 770 
barrels for the quarter." 5 5S. = 


B. Onassis Agreement 


uh 
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.The dispute between Aramco and SAG over the Onassis Agreement was com- 
mitted to arbitration on February 23, 1955. 


Arbitrators chosen by the Company and SAG were Drs. Saba Habashi and 
Hilmi Bahgat Badawi, respectively. Both were Egyptians. The referee chosen was 
Professor George Sauder Hall, a Swiss. The arbitrators were to have their first 
meeting in Switzerland in mid-June. 


END UNCLASSIFIED 
BEGIN OFFICIAL USE ONLY 


As SAG and Aramco were wmable to agree upon a joint question or questions to 
submit to the arbitration tribunal it was decided that each party might submit its 
own questions. 


SAG submitted the following questions: 


1) Whether the Company has, by virtue of the concession, any and if 
so, what right in connection with the transportatio by sea of oil 
and other products which Aramco produces and sells. 


2) If the Company has any such right, 


a) Whether, and to what extent, the Company was or is éntitled 
in the absense of consent by SAG, to transfer any right in 
connection with transportation by sea of oil obtained under 
the concession to any other person, company or corporation 
(for example to its buyers) having regard to the provisions 
of Article 32 of the Concession Agreement, or otherwise. 


b) Whether the Company, by virtue of its concession, has ac- 
quired any right to refuse or deny a SAG requested prefer- 
ential treatment to tankers flying the Saudi Arab flag, 
particularly bearing in mind the letter and the spirit of 
Article 32 of the Concession Agreement. And, in the event 
of the Company's not having acquired such right, whether it 
has, by its letters of July 31st and August 3rd 195) or 
otherwise, by refusing such preference to Saudi Arab tankers, 
violated its obligations under the Concession Agreement. 


3) Whether, in any event,the Concession Agreement entitles the Company 
to dény preference or priority to national tankers, especially when 
the cost of transportation of the oil it produces and sells is not 
to be higher than the annual average cost of transportation of the 
Company in using non-national tankers. 


Aramco submitted the following question: 


amended April 7, 1954,in conflict with the Aramco Goncession Agreement 


| Is Article of the Agreement between SAG and Mr. A. S. Onassis as 
“END OFFICIAL USE ONLY 
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II. Mining Activities 


A. Saudi Arabian Mining Syndicate 





Mr. Frank Cameron, Manager of the Saudi Arabian Mining Syndicate , depart- 
ed Jidda during March for reasons of health. At the time of his departure, negotia- 
tions were nearing Conclusion between SAMS and SAG concerning the withdrawal of the 
Syndicate from the country. 


The Syndicate planned to go into liquidation upon the conclussion of its 
negotiations with SAG. 


B. Other Mining Activities 


Work at the Government mine located at Dhulm was negligible during the 
quarter. SAG shifted some of its equipment and personnel from this mine to invest— 
igate m ancient mining site located at Al Habla. Results of the investigation 
were unknown at the close of the quarter. 


TIT. Commercial Activity 


Business activity during January was reported to be higher than during the 
following two months. Both dollars and sterling were in short supply during 
February and March. As a result merchants tended to wait wtil foreign exchange 
was available at a more favorable price before opening credits. 


Building activity was high throughout the quarter, although it was said that 
the rate of new construction begun was less than during the corresponding period 
of 195). 


SAG entered into several large contracts with local firms representing American 
air conditioning manufacturers during the quarter. In Jidda, over $1,000,000 was 
alloted for air conditioning of the new royal palaces under construction, and con- 
tracts valued at approximately $ 500,000 were let for the installation of air cond- 
itioning equipment in new palaces in Mecca, , 


SAG also purchased six new Convairs during this quarter, bringing the total 
Saudi Airline Convair fleet up to ten. Delivery of the new airplanes was expected 
to take place in the summer. 


Upon the basis of an unpublished royal order, the Saudi Arabian Customs placed 
a ban on the importation of still cameras during the quarter under review. (The 
previous ban on movie cameras still obtains). Photographic equipment other than 
cameras did not appear to be affected by the ban. 


The importation of 1955 model automobiles and trucks during the first quarter 
of 1955 was reported to be slightly under the figure reached during the correspon- 
ding period of the previous year, Tire imports were said to be greater. 


Relating to the automotive trade, a royal decree was published on February 23, 
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1955 limiting the mark-up of automobiles to 15% of their value CIF Jidda and re- 
quiring dealers to import spare parts to at least 20% of the value of automobiles 
importeé. (This decree added automobiles to the list of imports whose selling 
price has been controlled by SAG. Other commodities whose prices have been con- 
trolled are pharmaceuticals and water pumps.) 


END UNCLASSIFTED 
BEGIN LIMITED OFFICIAL USE 


In practice, the royal decrees fixing margins: of profit of these commodities 
have not been vigorously enforced. No agency has been created to implement the 
decrees, and local merchants have tended to ignore them. 


END LIMITED OFFICIAL USE 
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IV. Financial Affairs 
A. Saudi Arabian Monetary Agency 


The riyal-dollar rate remained stabilized during the period under review. 
A shortage of rion-dollar foreign exchange developed in February and March, however, 
and as a consequence the value of the riyal in terms of non-dollar currencies 
dropped slightly. 


A royal decree announcing the minting of 50,000,000 new riyals was publish- 
ed on February 23, 1955 in the semi-official newspaper Al-Bilad al-Saudiyah. The 
riyals were described as being of the same wight and fineness of silver as those in 
circulation in the Kingdom. The new coins were to bear the name of King Saud ibn 
Abdul Aziz in paace of that of the late King. The silver used in the minting of the 
new riyals, 17,000,000 ounces, was purchased in Mexico. 


In March of the quarter under review, Rasim Bey Khalidi was appointed to 
the Monetary Agency as Vice President. This position was created at the time of the 
appointment. Khalidi previously served with the Monetary Agency as Vice Governor 
from its formation until May, 195). 

B. Visit of Mr. Mohammed Shoaib 

Mr. Mohammed Shoaib, an Executive Director of the International Bank for 
Reconstruction and Development, and of the International Monetary ROnG, visited 
Jidda during the quarter under review. 


During the course of his visit, Mr. Shoaib discussed with officials of the 
Ministry of Finance the activities and aims of the IBRD and IMF. 


END UNCLASSIFIED, BEGIN OFFICIAL USE ONLY 


The attitude of SAG towards joining the IBRD and IMF did not appear - | 
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affected by Mr. Shoaib's conversations with SAG officials. The Minister of Financ 
was reported to be interested but non-committal, apparently preferring to postpone 
any decision for the time being. 


END OFFICIAL USE ONLY 
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Ve. Agricultural Development 


Of the two main projects of the Ministry of Agriculture, i.e., water drilling 
and irrigation and the establishment of six agricultural training and experimental 
Stations, the former hag)been held in abeyance, as the Ministry has been unable to 
come to an agreement with the firms who have professed interest in the project. 


Work on the establishment of the six regional agricultural stations was beg- 
inning although the final selection of the sites had not yet been made. The avail- 
ability of water appeared to be the determining factor in most cases. 


In the Qatif area:a team of agricultural experts under Aramco auspices insti- 
tuted a survey of date production to determine whether the yield @uuld not be in- 
creased. Preliminary findings indicated that the area was suffering from an in- 
adequate drainage system. The area, which is irrigated from numerous artesian wells, 
now has a water level of one foot compared to an optimum level of four feet. 


Aramco's experts were of the opinion that if the drainage system could be im 
proved and the water level controlled, garden truck as well as dates could be grown 
and profitably marketed in the Al Hasa district. 


VI. Commnications 
A. Roads and Railroads 


Work on the Jidda=Medina road began again during the month of February. 
Of the total distance of 36 kilometers, 10 are now paved, 0 kilometers having 
been completed in the quarter under review. Paving operations halted in March as 
the supply of aggragate (crushed rock which is added to the asphalt) was exhausted. 
It was estimated that the road would be completed in time for the pilgrimage in 1956. 


The construction of a trans-Arabian highway approximately 1000 miles long, 
linking Jidda, Mecca, Taif, Riyadh, Al Hasa and Dammam was ordered by a royal decree 
on February 23, 1955. The Minister of Finance was directed to make provisions for 
the road in future budgets, beginning in A.H. 1375 (corresponding to August 19,1955- 
August 8, 1956}. 


Steps to re-open the Hejaz railway, approximately 1300 kilometers in 
length, which would link Medina with the Hashemite Kingdom of Jordan and Syria, 
were taken early in the quarter. Discussions were held in Riyadh on this subject 
on January 16-20 and were attended by Prince Talal ibn Abdul Aziz, Saudi Arabian 
Minister of Commnications, Dr. Fakker al Kayali a Syrian Minister of National | 

| Economy and Deputy Minister of Public Works afd Yommunications, and Shaikh Hach | 


sy, Jordanian Minister of Commerce and Customs and Deputy Minister of Works 
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The discussions are reported to have ended in an agreement regarding the 

\pproach to be followed in repairing and operating the railroad. The agreement 
was submitted for ratification to the three Governments concerned. Following rati- 
fication tenders will be requested on the basis of a survey to be financed by ap=- 
proximately $ 56,000 contributed by King Saud ibn Abdul Aziz. 


It was tentatively estimated that repairs to the 300 kilometers of track 
which were destroyed during World War I would cost approximately $ 11,200,000. 


B. Telecommunications 


The project to equip Jidda with an automatic telephone system made head- 
way during the first quarter of 1955. Work was completed on a 2000 line exchange, 
and a letter of credit was opened by the Government for & 97,000 to provide cabhe 
and other equipment for the distribution system. It was estimated that the new 
system could go into operation in about a year. 


There was no significant progress on other telecommnications projects. 
VII. Electrification 


Substantial measures were underway throughout the quarter to augment Jidda's 
production of electricity. 


Am American firm of engineering consultants, Burns and Roe, Inc., was super- 
vising the installation of a 5000 kilowatt gas turbine, the current from which was 
to be largely utilized by the royal palaces under construction, 


a a 


In addition, a 1500 kilowatt generator, purchased from the Saudi Arabian 
Mining Syndicate, was being added to the 3,500 kilowatts produced for the consumption 
of the city of Jidda,. 


END UNCLASSIFIED 
BEGIN LIMITED OFFICIAL USE 
VIII. Visits to Saudi Arabia by Foreign Delegations 
A. German Delegation | 


A delegation headed by Dr. Gunther Keiser, a director of the German 
Federal Ministry of Economics, and composed of seven other members visited Saudi 
Arabia from February 26 to March 28, 1955. The delegation, which included experts 
in the fields of agriculture, irrigation, utilization of natural gas and transporte- 


tion, traveled extensively throughout the country. A ‘eport of their conclusions 
was promised. 


B. Indonesian Mission 


| An Indonesian economic and tradg mission visited Saudi Arabia during 
February and March of the period under review. | 
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| The mission's efforts appeared to be directed towards obtaining an agre: 
ment with the SAG whereby Indonesia would export tea and sugar to Saudi Arabia in 


return for riyals which could be made available to the approximately 10,000 

. Indonesian pilgrims who visit the holy cities of Medina and Mecca each year. The 
pilgrimage was estAmated to constitute a net annual loss to the Indonesian economy 
of approximately $ 2,800,000. 


According to the Indonesian Legation, SAG evidenced little interest in 
the Indonesian proposal. 
END OFFICIAL USE ONLY, BEGIN UNCLASSIFIED 


IX. Formation of Fishing Company 

Swedish interests combined with Saudi investors to form a fishing company 
during the quarter under review. The Company, capitalized at over $ 1,000,000, 
planned to operate in the Red Sea north and south of Jidda, landing its catch in 
Egypt and Saudi Arabia. 

Operations were not expected to begin until late in the year. 
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Ie Petroleum and Mining Activities 
Ae O11 Production 


Reflecting increased competition from Iranian as well as 
other Near Eastern producing countries, Aramco's average daily 
preduction dropped slightly during the period under review as 
compared to the corresponding period in 195). As a consequence, 
the cumulative total production from Jan. 1, 1955 to Sept. 30, 
1955 also showed a somewhat lower figure than for the first 
nine months of 195). 


Statistical data computed from information furnished by 
Aramco and presented below in tabular form illustrated this 
minor reduction in production: 


1955 1954 % decrease 


Cumlative total 258,056,595 261,018,903 1212 
from Jan. 1 - Sept. 30 


Be Mining Affairs 


During the period under review, the Saudi Arabian Mining 
Syndicate liquidated its interests in Saudi Arabia, settled 
its accounts, redeemed its stock and ceased to exist as a company. 
With the disappearance of this mining venture, which had operated 
a gold mine at Mahad Dhahab for over seventeen years, there were 
no mines in the Kingdom under exploitation. 


TIe Financial Affairs 
Ae Royal Decree Regarding Exchange Control 


In late April there was published a royal decree instructing 
the Crown Prince, HRH Prince Faisal, to take the necessary steps 
te forbid the exportation of capital from Saudi Arabia for other 
than commercial purposes, i.e. opening letters of credit covering 
the actual importation of goods. The same decree called for the 

return of Saudi capital which had been invested abroad. 


Under the guidance of the Ministry. of Finance a committee 

was formed to prepare regulations necessary to institute the decree. 
At the close of the third quarter of the year, tentative exchange 
control regulations were reported in the final stage of preparation, 
but a publication date had not been announced. 
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Be Royal Decree Amending Charter and By-Laws of Saudi Arabian 
Monetary Agency. 


A royal decree dated May 9, 1955 modified, in several respects, 
the Charter of the Saudi Arabian Monetary Agency. The most signifi- 
cant changes included the following: 


1) The Monetary Agency was empowered to issue paper money 
after the approval of the Council of Ministers and the issuance 
of a Royal Decree sanctioning the issue of such paper money, (This 
Amendment removed the prohibition contained in the Charter of the 
Monetary Agency against the issuance of paper money). 


2) The powers of the office of Vice President were potentially 
increased, the President of the Monetary Agenoy (under its Charter, 
the Minister of Finance) being authoriged to delegate to the Vice 
President part or all of his (the President's) authority for the 
fulfillment of the functions and the aims of the Agency. 


3) The Minister of Finance was authorized to nominate the 
Vice President and the Governor of the Agency. Their appointment 
was to be approved by the Council of Ministers. (Previously the 
Governor was named by Royal Decree.) 


Ce Payments Agreement Signed Between Egypt and Saudi Arabia. 


A payments agreement was signed by the Egyptian Government and 
the Saudi Arabian Government (SAG) on Sept. 5, 1955. The agree~ 
ment was valid for one year and was to be automatically renewed if 
neither party gave three months notice prior to the expiration date. 


Under the terms of the agreement a special account was estab 
lished in Egypt to be called the "Saudi Account" and was to be 
used for all payments for goods exchanged between the two countries 
as well as for other current transactions, Several provisions of 
the agreement affected the financing of Egyptian pilgrims under~ 
taking the annual religious pilgrimage to Mecca and Medina. The 
agreement also fixed the exchange rate between the Egyptian pouni 
and the Saudi Riyal at 10 Riyals per 1 4.* 


De Payments Agreement Between Sudanese and Saudi Arabian Govern- 
ments. 


A payments agreement between SAG and the Sudanese Government 
was signed on June 22, 1955. This agreement, valid (as was the 
Egyptian agreement) for one year, was to regulate payments between 


‘the two countries arising from the pilgrimage and current commercial 


transactions. 


# 1 Saudi Riyal — $.27 
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Ee Syrian Economic Mission Visited Saudi Arabia 


In addition to negotiating payments agreements with the 
Sudanese and Egyptian Governments, SAG also played host, during 
June and early July, to an economic mission from Syria. No 
results of this mission's accomplishments were announced, but 
it was generally assumed that the subjects under discussion 
included some form of economic agreement between the two 
Govermnents and the status of the $6,000,000 loan made by SAG 
to Syria in 1950. 


F, Monetary Activities 


During the period under review there began arriving in the 
Kingdom shipments of the 50,000,000 riyals ordered in the first 
quarter of the year, With a view to locating the large amount 
of silver coins involved (over 750 tons) on both sides of the 
Kingdom, an effort:was made to consign the shipments on an 
alternate basis to Jidda on the Red Sea and Damsam on the Persian 

' Gulf, 


At the time of arrival of these early shipments, the world 
price of silver had risen to approximately $.90 an eunce, causing 
the Saudi riyal, stabalized by Government decree at 3.75 to the 
US dollar, to be worth approximately 15% more than its official 

value on the basis of the silver content of the coin, With the 
realisation that this 15% premium on riyals constituted an 
undeniable pressure directed towards their exportation and re- 
duction abroad into bullion, SAG reiterated its previous prohibi- 
tion on exportation of silver riyals and instructed its custom 
officers to be on the alert for smegglers, 


In July, the Ministry of Finance notified the public that 
the transfer abroad of paper riyals for commercial purposes was 
also forbidden, An exception of small amounts taken out of the 
country by pilgrims and visitors as souvenir’ was made to this 
prohibition, but with its announcement paper riyals joined the 
two other types of Saudi currency, silver riyals and Sandi 
sovereigns, on the non-exportable list. 


Ge Decision of American Bank to Establish Branch in Saudi Arabia, 
Efforts were underway oughout the period under review by 


representatives of the First National City Bank of New York to 
establish a branch or branches in Saudi Arabia. 
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Approval for such establishment was given by the Minister 
of Finance on Auge 2h, 1955, and at the end of September it was 
estimated that this first American banking venture in Saudi 
Arabia would be formally in operation in Jamary, 1956. 


Budget Estimates 


On. September 27, 1955, the Ministry of Finance issued 
instructions to all Government agencies regarding the prepara~ 
tion of budget estimates for fiscal year 1375, corresponding to 
Hijrah 1375 which began Aug. 20, 1955. The deadline for sub- 
misting ast was extended from September 18 to 
0 175 19556 - 


General Business Conditions 


Business activity was - considered to be normal for the period 
under review — somewhat slow in the quarter preceeding the 
pilgrimage, brisk during the pilgrimage itself, For the first 
time a trend in the purchases made by foreign pilgrims was noted, 
reports being received that this year Egyptian pilgrims bought 
up the existing supply of nylon material in the market. The 
local price, it was said, was considerably less — that pre- 
vailing in Egypt. 


The building trades continued to be active. As a result of 
the emergency, roundethe-clock shifts working on the new royal 
palaces in Jidda, the supply of building labor became noticeably 
tight, and it was reported by several construction companies 
that their plans were being slightly. delayed due to the shortage 
of labor. 


The emergency efforts of an American firm of engineers: and 
consultants to put into operation one of the Jidda Electric 
Company's 5/6000 kilowatt turbine generators was successful if 
June. The power from this turbine had been scheduled for one 
of the new royal palaces. With the emergency passed the Electric 
Company seemingly lost interest in the services. of the American 
firm, — withdrew its personel by the middle of the year. 


icedeniitigitictis end Developmental Activities 
Ae Resignation of Minister of Communications 
Prince Talal, ibn Abdul Azis, Minister of Communications 


since the formation of the Ministry, resigned his post (to 
became Saudi Ambassador to France) on April 16, 1955. With 


his resignation the Ministry was abolished and became a branch 


— 
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of the Ministry of Finance directly under Shaikh Mohammed Surur, 
the Minister of France. 


B. Progress on Jidda-Mesiina Highway Construction. 


During the period under review, progress was made on paving 
of the Jidda-Mertina road. Paving crews were reported to be 
working from the Medina end during the third quarter, as well as 
from the Jidda end. A gap of 90 miles was said to separate the 
two crews at the end of the quarter. Completion of the project, 
which has gone on intermittently for over five years, was» expected 
sometime in 1956, 


Ce Work on Telecommnication Project. 


Considerable progress was reported during the period under 
review on the project to link the major cities of Saudi Arabia 
together and with world capitals by radio~telephone. The German 
firm handling the job had completed the installation of most of 
the equipment needed for commmnications within Saudi Arabia and in 
addition had opened a circut to Cairo before the end of September. 
For reasons of security it was necessary, however, to converse only 
in Arabic when using the system. 


D. Bids solicited for Construction of Riyadh-Medina-Jidda Railroad 
and its four branches. 


On the last day of September, the Ministry of Finance, Commnica- 
tions Affairs, called for bids for the construction of the Riyadh-Medina— 
Jidda Railroad and its four branches together with other related works 
described in specifications, blueprints and other materials available 
from the Ministry of Finance for 600 Saudi riyals or & 60, 


A deadline of noon, Dece 15, 1955 was set, and bids received 
after that date were not to be considered. Each bidder was required 
to deposit a guarantee equivalent to 2% of the total value of his 
bid, either in cash, er by letter of credit or by bank guarantee, 
The guarantee was required to be valid for six mmths as of the date 
the bid was submitted, 


The Ministry of Finance offered to facilitate the entry into 
Saudi Arabia of technicians desirous of inspecting the workesite in 
order that interested firms might be familiar with the geography of 
the project before submitting a bid. The Ministry reserved the 
right to change the date of the opening of the bids, Dec, 20, 1955, 
or to cancel the bidding without responsibility. 
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Ee Negotiations Held between American Firm and Ministry of 
Agriculture Regarding Water Survey and Well Drilling 
Contract. - 

In July the Ministry of Agriculture concluded negotiations 
with Ralph M.Parsons, Ince of Los Angeles, California on the terms 
of a one year contract under which the American firm would provide 
the Ministry with approximately six experts who would undertake 
a geological survey of the Kingdom specifically aimed at locating 
possible sources of water. The contract also was reportéd to 
place the Parson's group in charge of SAG's well-drilling program. 


After agreement was reached by both parties, the contract 
was referred to the Council of Ministers for final review and 
approval. At the close of the period under consideration, action 
had not been taken by the Council of Ministers, 


F. International Development Services, Ince, Representative 
Returns to Jidda in Connection with Natural Gas Industry. 


During September, Mre Ee Reeseman Fryer, Near East 
Representative of International Development Services, Ince, re- 
turned to Jidda to hold conversations with officials of the Ministry 
of Finance concerning the establishment on the Persian Gulf Side of 
Saudi Arabia of a petro=-chemical industry utilising surplus natural 
gas premioed psa result of Aramcots oil operations. 


International Development Services, Ince, had been given a 
fourteen month's option by SAG to represent it in all matters related 


to the industrial use of the natural gas of Saudi Arabia, This option 


was to expire on Feb. 8, 1956. 
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A Beek of Facts published by the Saudi Ministry of Commerce for Distribution at t 
Damascus Fair, 1955 ani printed in Damascus, No effort has been made to review 
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I) Introduction: 


The Saudi Arabian economy in 1955, as in previous years, was dependent 
upon oil fer its strength. Oil revermes to the Government were estimated 
at approximately $250,000,000, and revemes from other sources were considered 
sufficient to boost the Government's income to circa $300,000,000. This does 
not include the $74,000,000 retroactive adjustment for the period October 6, 
1953 to September 1955 which was paid to the Government by Aramco in September 
1955. It was the expendifiite of this income by the Govermnent which gave the 
largely underdeveloped Kingdom its livelihood. 








IL) Petroleum Affairs: 


The production of oil, the largest source of revenue for the Saudi Arabian 
Goverment, slipped a percentage point during the first three-fourths of 1955 
but picked up at the close of the year, Production totaled approximately 
352,000,000 barrels in comparison to 38,000,000 for the previous year ~ a 
6,000 barrel increase per day over 195k. 


Aramco, the Anerican company holding the only concession for the exghutite- 
tion of oil in Saudi Ara "g Was not seriously troubled during the year under 
review by laber unrest, as it had been in 1953. Demands of the we 
of a relatively minor natite and were largely settled as they arese. 
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As was expected, arbitration proceedings on the Onassis deal kept | 
that issue from affecting the oil Company's operations during the year. 
Onassis, a Greek shipowner, signed a contract with the Saudi Arabian 
Government in 195) under the terms of which his tankers were to be given 
a preference in the transportation of Aramecots oil. Aramco took the 
position that the agreement with Onassis violated its concession agreement 
and the dispute was submitted to arbitration. In Geneva, where the 
arbitration meetings were held between representatives of the Saudi Arabian 
Government on the one hand and of Aramco on the other, memorials were ex- 
changed in July and rebuttals in December, The next meeting of the arbi- 
trators, the hearing, was to take place sometime in mid=1956. 


Indications, as typified by the Onassis deal, that the Saudi Arabian 
Government intended to concern itself to an increasing degree with Aramco's 
internal operations were given throughout the year under review, 


The Directorate General of Petroleum and Mineral Affairs under Shaikh 
Abdullah Tariki, a petroleum engineer-who received his training at the 
University of: Texas, began to grow in competence and importance. Mr. James 
MacPherson, former Resident General Manager and Vice President of Aramco 
and later in charge of Aminoil's operations in the Kuwait Neutral Zone, was 
hired as an advisor on petroleum affairs in Shaikh Abdullah's office. In 
November of the year, Mr, James Hall, a gas engineer employed by the Texas 
Railroad Commission, joined Mr, MacPherson to advise the Saudi Government 
on matters relating to the use of Aramco's natural gas, At the end of the 
year there were plans for hiring Mr. Alan Short, a geologist specializing 
in the field of the utilization of petroleum and minerals in industry, who 
had previously been an employee of Aramco, Shaikh Abdullah's office was 
also seeking the full time services of a certified public accountant to 
assist the Government in its analysis of Aramco's financial affairs, 


It appeared that the Saudi Arabian Government intended to make use of 
the services of those advisors in its dealings with the oil company, and 
actually began to do so in 1955 in the cases of Mr, MacPherson and Mr. Hall. 
The former molded the Government's thinking on the question of price negotia- 
tions with Aramco which were inconclusive despite Aramcots $7);,000,000 
retroactive adjustment paid in September 1955. 


The services of Mr. Hall were directed towards a survey of Aramco's gas 
production and needs, His report was used in connection with the December 
negotiations between International Development Services, an American organi~ 
zation and the Government for the utilization of Aramcots surplus natural gas. 


This gas project, the result of an option granted in December 195), by 
the Saudi Government to the representative of International Development 
Services, involved a sizeable capital investment, estimated at over $100,000,000 
and incorporated a new technique of liquifaction of methane at minus 258er 
and its transport to European and British markets in specially insulated 
tankers, To succeed commercially, the project was reported to require the | 
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| assurance of 278,000,000 cubic feet of gas per day by January 1, 1960. | 
Aramco, with its own need for gas not fully established, was hesitant 
to make a long-term commitment as to the availability of gas in the 
amounts desired by the gas project. Negotiations held on the subject 
in 1955 were not, therefore, conclusive. 


III) Status of the Economy: 


The level of economic activity in 1955 was generally agreed to be 
higher than that of 1954. The Government, besides Aramco, the nation's 
principal consumer, was more prompt in its payments and even settled some 
of its back debts, a heartening change fron the previous yeare 


Little progress, however, was made towards finalizing Government planning 
or the initiation of new projects in the field of economic development. 
Those projects which were undertaken were primarily "hold overs" from the 
reign of the late King Abdul Aziz IbnSaud, who died in November of 1953. 
For example, work on the 27), mile Jidda~Medina road was resumed, and after 
five years of intermittent efforts it appeared that the project might be 
completed in 1956, Much the same could be said of the progress on the 
project to. link the Kingdants cities with each other and with world capitals 
by radio—telephone. 


Sane steps were taken towards implementing the plan to rehabilitate 
that portion of the Hejaz Railway between Ma'an in Jordan and Medina in 
Saudi Arabia which had been sabotaged by Lawrence in the "revolt in the 
desert" of the first World War, These efforts came under a cloud at the 
end of the year when the Syrian-Jordanian-Saudi Hedjaz Railway Commission 
recommended that a Polish firm, submitting a bid which was so low as to be 
obviously inspired by Commnist political objectives, carry out the engineering 
survey and act as consulting rere on the work of reconstruction, At the 
end of the year under review, it was apparent that the rehabilitation of this 
railroad, plagued by politics since its inception by the Turks at the tum 
of ay century, would contime to be a subject of international concern in 
19566 


Projects to give the Kingdom a greater number of schools and hospitals 
were announced from time to time by the Goverhmént,. While it was difficult 
to determine with exactitude what efforts were made to implement these plans, 
reports indicated that at least steps were being taken to follow through the 
initial announcement with action, One of the problems was the hiring and 
training of staffs for the schools and hospitals, 


For a good part of the year the Government intermittently considered the 
institution of a mach needed well<drilling program to increase water supplies 
in rural areas. Although the Council of Ministers had before it for almost 
six months a contract between an American company, Ralph M,. Parsons, Inc., of 
Los Angeles, California and the Minister of Agriculture, it neither approved 

| nor rejected the program during 1955, but was expected to do so early in the 
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| new year. In the meantime, the Government's water-well drilling program 
limped along with a few Government technicians assisted by Aramco experts. 


An exception to the otherwise depressing development picture was the 
Signing of a contract between Aero Services Corporation and the Saudi 
Government to provide for the aerial mapping of much of the remaining un~- 
mapped portion of the country. The project was scheduled to require two 
years to finish. It was not without significance that the negotiations 
leading up to the agreement on this forward-looking project were conducted 
by Shaikh Abdullah fariki, Director General of Petroleum and Mineral Affairs. 


Yet despite unimpressive showings on the developmental side of the 
economy, it was widely agreed that the Kingdom's standard of living continmed 
in 1955 to show an across~the~board rise manifested notably by maintenance 
of the building boom and increased expenditures on consumer goods, (For 
more detailed information regarding the state of the economy from the 
commercial viewpoint see Embassy's unclassified despatch Noe 14) of March 
2h, 1956, entitled “Economic and Financial Review: Business Conditions and 


Iv) Financial Affairs: 
A) Monetary Affairs 


During the last three years of Shaikh Abdullah Suleiman's long 
temre as Minister of Finance, ending September 195), the Saudi Kingdom's 
financial house was for the most part kept by two American experts in central 
banking. Dr. Arthur Young, who laid the foundations of the Saudi Arabian 
Monetary Agency — substantially the "state bank" ~ was followed by Mr. George 
Blowers, who served from 1951 to 195); as the first Governor of the Agency. 


Under Shaikh Abdullah's successor, Shaikh Mohammed Surur, a trend 
toward reducing American influence in the Monetary Agency became apparent 
as early as the end of 195. This trend gained momentum in 1955 until it 
all but relegated the new Governor of the Monetary. Agency, Mr. Ralph Standish, 
to the position of an advisor, and one whose advise was not too often sought 
or heededs — 


Three seemingly more significant features of financial affairs 
during the year under review could be noted, although it wasnot clear whether 
they were the result of policies advocated by Shaikh Mohammed, or whether, 
in the case of the last two, he was but presiding over a situation which was 
beyond his control: 


1) An attempt was begun to liquidate the Government's internal 
debt by making regular monthly payments to creditors. 


2) The Government maintained the official rate of exchange 


between the riyal and the U.S. dollar at 3.75 SR per $1,00 despite 
the fact that the silver content of the riyal rose to a value 
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some 17% higher than the coin's monetary value, with silver | 
selling at about 90¢ per ounces 


3) The Government, by withholding foreign exchange —- 
especially dollars and sterling - caused the riyal to de= 
preciate in terms of dollars and pounds, This in turn raised 
the value of silver in the riyal to approximately 20% more than 
the coin's exchange value in Saudi Arabia. 


The consequences of the situation depicted in 2) and 3) were 
readily imaginable during the last quarter of 1955 when the imbalance between 
the exchange value of the riyal and the value of the silver it contained was 
at its worst: riyals, smggled out of Saudi Arabia and melted into bullion, 
would be sold for their silver content. 


Reports received in late 1955 indicated significant illegal ship- 
ments of riyals from Saudi Arabia were being made. While the Government 
intensified its control of its borders in an effort to halt riyal smggling, 
it did not endeavor to strike at the root of the problem by modifying the 
dollar-riyal exchange rate. 


B) Budgetary Affairs 


As the Saudi Arabian Government's fiscal year corresponds with the 
Hegira (Islamic calendar) year, part of 1955 was covered in the budget for 
137)4H, which was equivalent to the period August 30, 195) — August 19, 1955. 


The budget for 1375H had not been published at the end of the year 
under review, 


Concerning the budget for 137H, there was considerable doubt in the 
country that its provisions had been closely adhered to by the Government, 
For one thing, total royal family expenditures, theoretically set at 12.5% 
($45,010,000) in the budget appeared considerably higher in actuality, 
construction and furnishing of palaces alone being estimated at approximately 
$50,000,000. For another, the Ministry of Defense, alloted 35% ($125,870,000) 
of the budget, at times gave indications that it did not have the funds to 
cover the purchase of equipment it had asked to buy from the U.S. Government, 
It was difficult to understand how this could have been the case if the budget 
had been followed. 


Nonetheless, the same observers who would comment critically on 
the implementation of the budget would agree that its very existence was a 
step forward, whether or not it was closely followed, In a country so infantile 
administratively as Saudi Arabia, the use of the word "budget" was seen itself 
as relative progress. It was hoped that tha step would be repeated in 1375. 
However, at the close of 1955, equivalent to the fourth month of 1375H, there 
was no indication when the new budget could be expected, although reports 
were received that the Council of Ministers was discussing the subject. | 
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| V) Factors Influencing the Saudi Economy: | 


The principal factors influencing the Saudi economy in 1955 were 
‘again the basic strengths and weaknesses of the Kingdam: large and assumed 
revenues from the oil industry va the propensity of the King, royal family 
and Government to consume these revemmes almost as fast as they were re- 
ceived, leaving, consequently, little scope for orderly implementation of 
development projects. 


The year under review also saw international politics make some heavy 
demands on the Saudi exchequer in addition to the usual burden of conspicuous 
royal consumption at home and abroad. The aims of the King in his foreign 
economic policies appeared to be divided between limiting the possibility 
of increased Iraqi influence in Syria and Jordan, and bolstering Egypt as 
a counterweight egeinst Israel and Hashemite influence, 


To achieve his aims » the King entered into a new $10,000,000 loan agree— 
ment with Syria while at the same time deferring payments on the previous 
loan of $6,000,000. It was generally accepted that the price of this loan 
was Syria's abstention from joining the Baghdad Pact and full political co- 
operation with Egypt and Saudi Arabia, Other loans to Egypt and the Yemen 
Were rumored, but not officially confirmed. 


It appeared, however, that despite these politically inspired loans, 
the amount of money available for improvement of the economy was greater 
and activity was higher than in near=stagnant 195);. And to the optimistic 
observers of the scene, it was a source of minor satisfaction that with the 
King playing power politics in the Near East, the country received as much 
benefit from the oil revenues as it did. 


VI) Direction and Outlook: 


For the most part 1956 is expected to witness a continuation and intensi- 
fication of the trends noted in 195) and 1955. 


More extensive Saudi Government intervention in the petroleum industry 
appears probable, with or without a settlement of the Onassis affair. 


In financial matters, the Minister of Finance may be expected to continue 
firmly in control and exercise: a close watch on events, It is doubtful if 
the influence of the Governor of the Monetary Agency over that organization 
can decline anymore than it already has, short of his leaving the Agency 
entirely. 


Chances for a budget for 137l)H are considered fair, The possibility that 
the new budget, if announced, will be more closely followed by the King is 
another mattere 


Another feature which can be expected to have greater influence on the 
Saudi Arabian economy in 1956 are issues of an international nature. o~ 
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| Saudi economic relations have and will, barring a settlement, be adversely | 
affected by the Buraimi dispute while the position of the U.S. Government 
on such issues as Israel, the Baghdad Pact, and Buraimi may, to a certain 
extent, shape the pattern of American-Saudi economic relations. Considering 
the extent of American military and economic interests in the Kingdom, the 
Saudi Government will probably not hesitate tosupply subtle pressures against 
American interests in both these fields in an effort to carry the day for 
the Saudi case. 

Barring untoward developments in the Near East as a whole, a concession 
some observers are hesitant to make, the outlook for the Saudi economy for 
1956 is favorable, The standard of living is expected to rise and some 
economic development is expected, however, slowly. Both these suppositions 
are based on the apparently justified assumption that Aramco's production 
will remain high and constant throughout the year, 


For the Ambassador, 


Os 


Alfred le 5S. J ns, 
Counselor of Embassy 
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General business conditions were good in Saudi 
Arabia in.1955, Oil production and the Government's 
income maintained a high level, The building boom 
continued apace, and started to be felt in Riyadh, the 
capital of the Kingdom, Imports found a good market, 
although competition was considered more sévere than in 
1954. Slow progress was made in economic development, 


A project to utilize surplus natural gas was being 
considered, 
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The outlook for 1956 is for continued high oil pro- 
duction and healthy commercial activity. Riyadh is 


expected to continue to feel the building boom during 
the coming year. 


HH KH HH 


I) General Business Conditions 


Economic activity in Saudi Arabia in 1955 maintained the features and 
improved the paee of the previous year. Oil production, the prime source 


of the country's income, was high, approximately 19,000,000 tons, and 
slightly over the record set in 195).— 


The building boom contimed in full swinge Toward the middle of the 
year, Riyadh, the Kingdom's capital with King Saud's personal support, joined 
Jidda. and AliKhobar, respectively the comercial centers of the west and. 
east side\of Mid country, as a city being practically rebuilt as a result 
of the tremendous increase in the national income brought about by the oil 
industry. The cost of planned building and municipal improvement in Riyadh 
alan. has been aptimated at as high as $100,000,000. 


In the fall of the year, the Government announced that Mecca, also, 
would be affected. by new construction, A five year project to reconstruct . 


the great Mosque and enlarge the Mosque area and widen the streets of Medica | | 
= 
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was described by the Government. The razing of houses around the Mosque | 
was underway before the year's end, The cost of this project was quoted 
at 500,000,000 riyals ($132,000,000). 


Similar but less ambitious work was completed on and around the 
Prophet's Mosque in Medina during the year under review. Moslem visitors 
from overseas describe the Mosque as being today "probably the most beautiful 
in the world, 


The construction of royal palaces proceded at an impressive rate - 
Jidda, Riyadh and Mecca witnessing work in various stages on a number of 
such edificese Figures of $50,000,000 and up have been rumored as the total 
estimated cost for completion of these projects. 


Intense activity in the construction field was responsible for an 
active market in cement, steel and timber. Sales of electrical equipment 
were also spurred by the boom, air conditioning units of all types, generators 
and cables being especially in demand. The largest order for air conditioning 
installation was said to have been placed by the Ministry of Finance with a 
French firm for 6,000 tons for Riyadh. 


The importation of motor vehicles, automotive parts and motor oils showed 
no signs of slackening although competition from Japan was said to have become 
_ intense in the case of parts, tires and tubes, New roads, now programmed by 
the Ministry of Communications, should favor the market. 


Deep well water pumps, used by Saudi farmers to an increasing degree, 
sold well, and the Government offered the agents of pump manufacturers a 
duty-free importation agreement if certain provisions concerning percentage 
of profit, stocking of repair parts and maintenance were met. The Government 


was in the process of engaging an American firm for further water resources 
researche 


Textiles from Europe and Japan dominated the market except for nylon and 
other synthetic materials which seemed” to be imported for the most part 
from American sources, General business prosperity and purchasing power 
should be reflected in increasing sales, 


The expansion of the Government's public health program gave a boost to 
the importation of drugs, pharmaceuticals and hospital equipment during the 
year. American mamfacturers responded by sending a larger mumber of 
oc representatives to the Kingdan than had visited Saudi Arabia in 
195he 


2 
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* 3675 SR equals $1,00. 
| u* No trade statistics are available for either the year 1955 or 195). | 
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| In the field of “economic development" more precisely defined, progress, 


was made along several lines: 1) Work continued throughout the year on 

the 27 mile Jidda-Medina road, and the project was expected to be 

completed in the first half of 1956; 2) An increase in electrical generating 
capacity was achieved in Jidda, Mecca and Taif, while a contract was awarded 
to Bromm-=-Bovari, a Swiss firm, for the installation of four 5000 Kw genera- 
tors in Riyadh; and 3) Work on the Siemens-Halske country-wide radio= 
telephone project went ahead slowly but steadily, and at the end of the 

year it appeared that by 1957 Saudi Arabia would be in direct voice contact 
with world capitais. Internal communications were also a part of this 

pro ject. ; 


7 In the fall of the year negotiations began on the possible industrial 
use of- surplus natural gas produced as a result of Aramco's oil operations, 
A group of American investors was’ interested in the possibility of the 
liquifaction of Methane from the surplus gas fram Aramco's operations and 
its shipment at low temperatures to Burope in specially designed tankers, 
Negotiations were held on this subject in December of the year and were to 
be contimed in 1956, The project, if realized, will involve the invest~ 
ment of as much as $100,000,000. 


The Saudi Government gave evidence of its interest in increasing the 
country's roads and railroads during the year under review. In the spring, 
a royal decree appeared calling for a trans—Arabian highway running fron 
the Red Sea to the Persian Gulf via Riyadh. Later in the year, the Ministry 
of Commnications publicized a request for tenders on the construction of 
a railroad some 800 miles in length from Riyadh to Medina and thence to 
Jidda, thus completing King Saud's long cherished "trans-continental" project. 


The original date for the closing on the bidding on this railway project 
was set for December 12, 1955, but was later advanced to August 12, 1956, 
Several American firms sent representatives to Jidda to discuss the project 
with the Minister of Communications, Prince Sultan Ibn Abdul Aziz, as did 
various European and one Japanese company. The cost of this project, too, 
is estimated at circa $100,000,000. Ry 

Another railroad project, the reocnatrastind of a portion of the Hejaz 
Railway (Medina to Matan), came under consideration during 1955. Bids had 
been opened and the three Government®: concerned, Syria, Jordan and Saudi 
Arabia were studying the matter closely at the close of the year, A Polish 
compatiy was reported to have been the lowest bidder. 


The Saudi Airlines improved its fleet during 1955, adding 6 Convair 30's 
to the purchased in 195), This airline (withTWA maintenance and pilot 
agreement) is said to be now the best equipped in the Middle East, as a 
result of its acquisition of the new airplanes. Further requisitions are 
planned, 


In addition, there are plans for port expansion both in Jidda and 
__— Dammam although the exact stage of the plans in neither case is known. 
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| It is rumored that some $50,000,000 will be involved in the Dammam project 


when and if it is undertaken. With the booming economy, both ports are 
heavily congested and in crying need of development. Planned cargo 
shipments to Dammam during the next four months afe ‘reported to total the 
total unloading capacity of the port for one year. 


Vague as this review of Saudi economic planning must necessarily be 
at the present writing, its elements are already impressive, In the pre= 
ceeding paragraphs we see planning which, if realized, will entail expendi- 
tures of close to three=quarters of a billion dollars. 


II) Business Outlook 


Assured of a large and steady income from the oil industry, Saudi 
Arabia looks forward to another prosperous year in 1956. Barring untoward 
political occurrences in the Middle East, the economy is expected to main- 
tain the pace of the last several years, although no new startling records 
are anticipated, 


While the building boom was thought to be slowing in Jidda, predictions 
were forthcoming that, as a result of the enormous project for the improve- 
ment of the Mosque and the Mosque area in Mecca, that city would absorb any 
slack left by Jidda. Furthermore, the Government's plans to modernize Riyadh 
and eventually transfer all ministries to that city indicated the boom was 
not waning but shifting its location. Should the Hejaz Railway be constructed, 
Medina, the second Holy City in Islam, is. expected to regain, if not surpass, 
its former commercial and economic importance, 


Increased competition from European and Asian suppliers is expected in 
1956, and some observers are of the opinion that British trade will suffer as 
a result of the strained state of Saudi-British relations caused by the Buraimi 
Oasis dispute. Competition from Germany, it is added in local market circles, 
will perhaps moderate to some degree as a result of rising production costs 
in that country. 


On the whole, the economy appeared sound. The coming year is viewed 
as promising a contimation of the upward trend which has marked the economic 
development of the Kingdom, Commereial activity is predieted te be high. 


For the Ambassador, 


Za 


Alfred le S, 
Counselor of Embassy 
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Memorandum of Conversation 


ie 
DATE: March 26,'1956 


SUBJECT: Proposed Private Technical Assistance Program in Saudi Arabia 


PARTICIPANTS: Mr, E, R, Fryer, Director, International Development Services (also re» 
presentative for Westinghouse International, Beirut) | 
Mr. Philip Glick, Counsel, International Devdopment Services 
Mr. Newsom, Officer in Charge, Arabian Peninsula and Iraq Affairs, : 
Department of State e ee 
Mr, Roberts, Economic Officer, Near Eastern Affairs, Department of Stat¢ 
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possible interest on the part o e Department in a technical assistance program for , 
Saudi Arabia, not necessarily an official program, but one carried out by a private 
company such as IDS, (IDS is an internationally known, non-profit orgaiization which 
has carried out technical assistance programs on a contractual basis in Nigeria, Hait 
Peru and Bolivia.) He said that there was great interest in Saudi Arabia in obtainingg) 
technicians of various types to advise on the many problems which confront that Govern- 
ment and he thought there might be more interest in a technical assistance program ad- 
ministered by a private company than in an official one, He mentioned the proposal : 

a community development project in Asir in which Ambassador Hare had expressed intere 
several years ago, saying that his organization would be prepared to recruit personnes 
to carry out such a program or any other type of program which would be responsive tos 
the wishes of Saudi Arabia and in the interest of the United States Government. 


Mr. Fryer stated that the f the D of his call was to find out whether there was (yy 
ft 


Mr, Fryer asked whether the échnical assistance agreement between Saudi Arabia and 
the United States was still in effect as he had received the impression from officiale 
of the Saudi Arabian Ministry of Finance that they so considered it. Mr. Ne ) 
paied that the notes exchanged at the time assistance was terminated were rj 
put that the Ambassador in Jidda had indicated he thought the agreement was: 
valid. He added, however, that wewithdrew the program from Saudi Arabia on. @ & 


basis. 
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technical assistance into Saudi Arabia and that it would consider any con— 
crete proposals that the Saudi Arabian Government might present, 


Mr. Fryer then asked it the Department had any objection, when he returned 
to Saudi Arabia in about two weeks time, to him ascertaining whether the 
Saudi Arabian Government would be interested in a: €echnical assistance program 
administered by a private organization. Mr. Newsom replied that he would like 
to take the matter up with others in the Department and suggested that Mr. Fryer 
call him before he left the United States. He also indicated that if Mr. Fryer's 
idea should be approved in principle in the Department, the Embassy at Jidda 
would be notified, 
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SUMMARY 


Oil production increased 19,645,)81 barrels over the same period in 
1955 as a consequence of increased demand, There was a periodic scarcity 
of dollars throughout the first half of 1956 although the riyal=dollar 
rate remained relatively stable, Local currency was augmented by the 
introduction of l-riyal pilgrim receipts. Business coditions continued 
goode The impact of Japanese competition, particularly in the tire field, 
was strong in the local market. Boycott regulations against Israel were 
tightened by their application to Jewish owned or directed firms. Saudi 
imports for 1955 showed an increase over those of 195), and the increase 
was probably sustained in the first six months of 1956, Construction 
activity continued at a high level and centered increasingly in Riyadh 
where the new seat of the Government is being built. The requirements of 
the Kingdom's expanding economy are exceeding Dammam and Jidda port 
facilities and there are expansion plans for both ports. The Medina- 
Jidda road was completed and the construction of the Taif-Riyadh road 
was among road projects to be studied. 


PETROLEUM AFFAIRS 
Production 


Aramco production for the first half of 1956 totaled 190,565,996 
barrels as compared with 170,920,515 barrels over the corresponding 
period in 1955. The 19,65,)81 barrel increase reflects higher demand 
for oil than last year, and the higher production rate is expected to be 
maintained throughout the year. 


The Paul Getty Oil Company's (formerly called Pacific Western) share” 
of oil production in the Kuwait Neutral Zone was 2,652,637 barrels for 
the first six months of 1956 (comparable figures for 1955 were not available). 
Getty's share of daily production in June was 17,557 barrels and was 
expected to increase progressively throughout the year. 


Arbitration i ‘ y 


The Government had two petroleum issues under arbitration during the 
period under review. The first, which began last year, was to determine 
whether the Government's tanker agreement with Onassis violated the . 
Government's concession agreement with Aramco, The memorials and rebuttals 
have been submitted to the arbitral board, which is sitting in Geneva at 
present, The board is now hearing oral testimony preparatory to a final 
decision in the case. 


# Oil production in the Kuwait Neutral Zone is divided equally between the 
Paul Getty 011 Company, concessionaire for Saudi Arabia, and American 
Independent 011 Company, concessionaire for Kuwait. 





| UNCLASSIFIED 


a 








Page _..___3. _.6f ——— : 

Desp. No.__1 — UNCIASSIFTED Encl. No. 

Krom. Jidda (Classification) Desp. No. 
From_ 


The second case, Paul Getty Oil Company vs. the Saudi Government, was 
submitted for arbitration in January 1956. The issue concerns the computa~ 
tion of the Government's "carried interest" under the concession agreement. 
The arbitration has so far progressed little beyond the selection of the 
arbitral board. 


Sagasco 


Saudi Arabia continued its strong interest in the development of a gas 
industry. Negotiations between the Government, Aramco and the SAGASCO 
interests were carried on during the period under review but without final 
issue. 


Tapline 


During the period Tapline submitted to Saudi Arabia, Jordan, Syria 
and Lebanon a proposal for putting Tapline on a profit earning basis and 
for dividing the profits one-half to the company and the other half between 
these four transit countries. The Saudi Government is considering this 
proposal. 


FINANCIAL AFFAIRS 


Monetary Affairs 


Saudi Monetary affairs followed mich the same pattern as in the 
previous year. The supply of dollars and sterling, but particularly the 
former, was uneven throughout the period. Although the overall supply 
was apparently sufficient to cover igports, there were periods of severe 
scarcity with respect to both currencies. Nevertheless the riyal<—dollar 
rate remained relatively stable, with the free market rate ranging on 
the average between 3,8); and 3,90 riyals, 


The Government contimed to have trouble maintaining sufficient local 
currency in circulation to meet the needs of its expanding economy. Although 
the smuggling of silver riyais outside the country for the sale of their 
silver content persisted, there were reports that the amounts smuggled’ 
were decreasing by the end of the period under review. Hoarding of both 
coin and paper contimed to be a problem, and one not easily susceptible 
of solutione 


There were rumors that a basic exchange control law was to be issued, 
but none appeared, and Government measures to protect its currency continued 
on an ad hoc basis, In an effort to strengthen controls, the Government 
on May 15 prohibited the export of silver riyals from the country and 
limited the mumber which could be transferred from one part of the country 
to another, without a permit, to 5,000. A complementary regulation was 
issued on June 27 to prohibit the entry of Saudi currency into the 
Kingdom.e 
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| Currency in circulation was augmented by the introduction of l-riyal | 
pilgrim receipts at the end of June, 


Visit of Eugene Re Black 


Mr. Black, President of the International Bank for Reconstruction and 
Development visited Saudi Arabia June 17 - 19. He was the guest of the King 
in Riyadh, and discussed the operations of the bank with His Majesty, P 
Prime Minister Prince Faisal and the Minister of Finance. There appear, how— 
ever, to be no immediate plans for Saudi Arabia's joining the Bank. 


Budget 


The Government's budget for the current Moslem year 1375 (August 20, 
1955 to August 8, 1956) has not yet been published. 


GENERAL BUSINESS CONDITIONS 


' Business conditions for the Kingdom as a whole were good. Construction 
activity contimed at a high level and centered increasingly on the Riyadh 
area (see section on development activities), Most, if not all, of the 
leading Jidda firms either had or were opening branches there during the 
period under review. 


Some merchants report that the planned transfer of the Government to 
Riyadh has had a somewhat dulling affect on commercial activity in Jidda. 
Goverment officials, they argue, are somewhat hesitant to make heavy 
purchases locally in view of their impending move to Riyadh, and Government 
spending on the West Coast has been somewhat less than in previous years. 
This may be true, but the evidence so far is that any drop in sales by 
Jidda merchants has not been severe or general. 


The impending shift to Riyadh does appear to have affected land values 
on the West Coast. In the Jidda area it is reported that the price of 
desirable sites has dropped from 20 riyals per square meter to 15 or 12. 
On the other hand, the price of camparable sites in Riyadh, according to 
some reports, is as high as 3,000 riyals per square meter, 


Although no statistics are available, the concensus is that wages have 
risen, and the cost of living in general contimes high. 


The period marked the forceful impact of Japanese products on the 
local market. There were increasing supplies of Japanese toys, textiles, 
thermos bottles, tires and jeeps. The Japanese have introduced a jeep 
similar to ours, which from all reports is enjoying rapidly increasing sales 
in the local market and is being used by both the Ministry of Defense and 
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| the Royal Guard. Except for the British Land Rover, the Japanese jeep 
has almost an open field in Saudi Arabia as a result of the Arab League 
boycott against Willys. 


Both American and European suppliers are also experiencing trouble- 
some competition from Japanese tire imports. Tradition plays an unusually 
important role in this market and American and Enropean mamfacturers are 
the traditional suppliers of tires here. Tradition, however, is not 
sufficieht to offset lower Japanese tire prices — some 15 to 20% below 
those of American and European competitors. 


However, American automobiles and trucks continued their predaninance 
while the market for automotive spare parts seemed contimously expanding. 
The market for American refrigerators and air conditioning equipment 
appeared stronge 


Besides Japan, Germany, from all reports, continued to increase its 
share of the local market. There were also signs that England might be 
regaining some of the trade lost as a consequence of the Buraimi dispute. 
Iron Gurtain countries remained substantial suppliers of construction 
material, particularly cemente 


The six-month period also saw the first item of Soviet advertising in 
the local press. The advertisement was for a kerosene-run radio, and 
appeared in the press on June 29 and July 1. The agent for the radio is 
a Mecca firm. 


The Government strengthened tbs boycott regulations against Israel 
by applying them to all Jewish and Jewish directed firms, in addition to 
firms already subject to the Arab League boycott regulations, A conference 
of Arab League boycott liaison officers was held in Riyadh under the 
chairmanship of the Minister of Commerce on May 19. 
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| TRADE DELEGATI ONS 


Saudi Arabia played host to two trade delegations during the first half 
of 1956. A Canadian Wheat Delegation on a general tour throughout the 


Middle East visited Jidda February 6 to 9. 


of 
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The delegation, which consisted 


of the Canadian Trade Commission in Cairo and two members of the Canadian 
Wheat Board, apparently made no agreements. 


A more extensive visit was made by a Trade Mission from the Government 
of the Republic of China, which stayed in Saudi Arabia from April 5 to April 
15. The Mission, headed by Ali C. S. Liu, Advisor to the Ministries of 
Economic Affairs and Commnications in Taiwan, was investigating market 
prospects for such Taiwan products as sugar, Bice, tea, and textiles and 
appeared encouraged by their findings although, according to the Mission, no 


sales were madeé.e 


INTERNATIONAL TRADE 


Saudi Arabia's international trade expanded in 1955, and there seems 
little doubt that it has continued to do so in the first six months of 1956. 
Calendar year statistics are not available, but official estimates place 
the import trade for Moslem year 1375 (August 20, 1955 to August 8, 1956) 
at 750,000,000 riyals ($200,000,000) as compared with 670,000,000 riyals 


($178,666,000) for Moslem year 137). 


These figures do not include Aramcots 


privileged imports (items essential to the oil industry), Country of origin 


data is not available, tat there follows import statistics by the Kingdom's 
principal custom zones for the first eight months of Moslem year 1375: 


Saudi Arabian Import Statistics by Principal Zones 
for First Eight Mokths of the Moslem Year 1375* 


Moslem Month Corresponding Date 
Muharram August 20 = 


Sept. 18 - 1955 


Saffar Sept. 19 = 
Oct. 17 - 1955 


Rabit al-Awwal Oct. 18 = 
Nove 16 = 1955 


Rabit: aleThani Nov. 17 - 
. Dece 15 ate 1955 


# Statistics include only private commercial imports and Aramco's non= 


privileged accounts. 
$1 = 3.75 riyals (official rate) 


Eastern Zone 1 
Riyals Dollars 


40,200,000 10,720,000 
35,500,000 9,166,667 
69,000,000 18,100,000 


35,000,000 9,333,333 


Western Zone 


12,200,000 3,253,333 
12,200,000 3,253.333 
1,500,000 3,866,667 


12,300,000 3,280,000 


_ 
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P Riyals Dollars Riyals Dollars 
| Jumada al—Ula Dec. 16 — 1955 | 


Jane 14 = 1956 9,500,000 13,200,000 15,200,000 ,053,33 


Jumadaal~Tha niyah Jan. 15 - 


Feb, 12 - 1956 2,600,000 11,360,000 18,500,000 ,933,333 


Rajab Feb. 13 - 


March 13,— 1956 37,200,000 9,920,000 14,700,000 3,920,000 


Shtaban _ March 14 - 


April 11 - 1956 53,700,000 14,320,000 18,400,000 ),906,667 











362,700,000 96,720,000 118,000,000 31,166,666 


Pipeline Zone Southern Zone 
Total for period is 16 million Total for period is 6,300,000 
riyals ($),266,667) riyals ($1,680,000) 


Some conception of western trade with Saudi Arabia is gained from the 
following trade statistics of the United States, Germany and Great Britain —- 
the leading western suppliers: 


Saudi Arabian Trade with the United States, Germany 
and Great Britain for the Years 195) — 55. 


Exports &mports 
(In thousands of dollars) (In ttensanie of dollars) 


195k 19550 19h 1955 
The United States 43 5287 69,008 58,957 57,467 
Germany 9,166 10,929 56,190 60,212 
Great Britain 19,998 21,687 5,023 8,844 


With the exception of Great Britain, the level of trade for the three 
countries in 1955 was probably maintained if not increased in the first six 
months of 1956. 


DEVELOPMENT ACTIVITIES 


Riyadh and Related Projects 


Although Saudi Arabia's development activities continued badly in need of 
programming, the rate and extent of public and private construction appeared to 
maintain the same high level in the first six months of 1956 as in the calendar 


transforming his desert capital into a modern city, designed to replace Jidda 


| year 1955. The focal point of such activity was Riyadh, where King Saud is » | 
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| as both the seat of government and diplomatic capital, In general, the | 


new city is being laid out on a rectangular plan with wide avemes. 
Al~Bilad ah on June 3 reports some 30,000 trees having been 
planted in "public parks't, Features of current construction, on which 
more than 10,000 technicians and laborers are reportedly working, include 
the King's new palace, separate buildings for the seven” ministries, same 
seven hundred houses for government officials, several hotels, a new 
airport scheduled to handle the largest aircraft currently in operation, 
and a four-lane highway leading from the airport to the center of the 
town. 

& 

The severest limitation on the achievement of the King's ambitions 
for his capital has been water. Consequently, an encouraging develop 
ment was the King's annouhcement on March 20 of the discovery of fresh 
water in the center of Riyadh by a French firm at a depth of 3770 feet. 
The implication of the announcement was that the supply was adequate to 
meet the needs of the city's population. There has been little informa- 
tion on the test well except that further work on it awaits the arrival 
of casing, 


When the transfer of Government officials from Jidda to Riyadh will take 
place is problematical. All Mihistries were scheduled to have transferred 
their staffs by the beginning of the new Moslem year (August 8, 1956) but 
it is doubtful now, because of lack of housing, if many will have gone by 
the end of the Christian year. Ministers presently divide their time between 
the two cities, perhaps spending on the average slightly more time in Riyadh. 


Two other development projects — the Riyadh to Jidda railway and the ex- 
pansion of Dammam Port — are closely related to the activity in Riyadh. The 
planned 800-mile Riyadh—Medina-Jidda railway is to provide the same rapid 
surface: communications between the capital and the Western Province (Hedjaz) 
which the Riyadh—Dammam railway presently offers the Eastern Province (Al Hasa). 
The bids for the construction of this project, the cost of which is estimated 
at circa $150,000,000, closed on August 124 


The heavy demands for supplies, coupled with the requirements of the 
Eastern Province, have taxed the limited facilities of Dammam Port to the point 
where delay in unloading has resulted in several shipping lines! refusing to 
stop there. The Government, in taking remedial action, awarded a contract 
on June 16, 1956 for the pavirig of a road to the new projected barge pier. 
According to Al-Bilad of July 1, the proposed barge pier will be opened for 
tenders as soon as preliminary studies have been campletede 


The expanding economy of the Kingdom has also outmoded Jidda's modest port 
facilities, which were constructed by Intemational Bechtel Incorporated in 
1952, At one time this spring there were 13 ships,in the harbor with 50,000 tons 
of cement waiting to unload. The tonnage handled by the port has increased 
from 27,395 tons in 1951 to 603,583 tons in 1955, The Government is now | 
studying plans for expanding the facilities of the port, although it is not 

own whether the expansion work will be by direct contact or by tender. 


* A new building for the 


dirs has recently been 
completed in Jidda, : 
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Other projects in the general cevelonpment field were as follows: 
Transportation 


The contract for the engineering survey of the Medina—Matan portion of 
the Hedjaz railway was first awarded to a Polish campany, but was later 
cancellede The contract was reopened for tenders, and was in August awarded 
to IREX, an American Company. 


There is evidence of increasing interest by the Government in meeting 
Saudi Arabia's urgent need for roads, This need applies both to arterial roads 
and secondary roads within and around towns. The macadamizing of the Jidda— 
Medina road was finished early this year, Major road projects now in the 
planning stage or under construction are the Yenbo (Port for Medina)~Medina 
road = length 89 kilometers - to be completed October 19563 and the Riyadh 
al-Kharj road = 83 kilometers, to be completed November 1957; the report 
mentions that the Riyadh-Taif road is still being studied and that the King 
has urged that the work begin as quickly as possible. This latter project 
would be part of the :‘Trans-Arabian highway, for the study of which the King 
issued a royal decree in the spring of 1955, 


Communications 


Further progress was made on the Siemens-Halske project.to link Saudi 
Arabia by radio=telephone with world capitals. On January 20, commercial radio~ 
telephone service was inaugurated between Jidda dnd Beirut. Successful tests 
were also made with Hamburg, but commercial service is not expected to be opened 
until the fall because of a shortage of technicians to operate the station 
effectively. Additional tests are planned with Pakistan and Afghanistan, and 
it is hoped to make contact with New York before the end of the years 


Plans are also underway to introduce a dial telephone system throughout the 
Kingdom, At present Dhahran has the only system in operation, although the 
installation of dial telephones im Jidda is almost complete. Dammam and Al-—Khobar 
are expeeted to be the next towns on the list for installations. 


‘Water Resources 


To determine the water resources of the Kingdom, the Government concluded a 
contract with an American engineering firm at the beginning of the year, A 
five-man team consisting of two geologists, ‘a mining engineer, a soils engineer, 

and an hydrologist, arrived in the country in early April and were assigned to 
the Ministry of Agriculture as its water resources section. 


Health 


In April, Jidda's new quarantine station was officially inaugurated by King 
Saud. Located sotth of the city, the station took five years to build at a cost 
of approximately $3,000,000, and includes a main hospital and an isolation hospital. 
Its primary purpose will be to handle the large numbers of foreign pflgrins 
| (220,722 in 1956) attending the anmal pilgrimage to Mecca, | 
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| Administration | 


There were further attempts made by the Government to strengthen its 
administration during the period under review. In addition to the water 
experts contracted for by the Ministry of Agriculture, the Ministry of 
Finance hired an American certified public accountant to assist its important 
Directorate of Petroleum and Mineral Affairs in its tax dealings with Aramco, 


The Government is working on plans :for the establishment of a statistical 
office, Officials have been trained at the United Nation's statistical school 
in Beirut, and efforts have been made to procure the services of two Egyptian 
experts to assist in organizing the department. As yet, the Egyptian Govern- 
ment has not been able to spare the two experts in question. : 


Non-Government Projects 


At the beginning of the year, Shaikh Abdullah Sulayman, Minister of Finance 
under King Abdul Aziz, advertised inthe local press for shareholders in his 
new cement factory project. The factory, which is expected to be constructed 
a few miles north of Jidda, will be the first of its kind in Saudi Arabia, 
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- The following study of Arab industrial development in the s#astern Province 
of Saudi Arabia was prepared in late 1956 by the Economics Departnent of the 5 
Ayabian American Oj1 Company in Dhahran. Its original purpose was to provide 4 
historical background and interpretive comnent for an analysis of the company's ™ 
Arab Industrial Developnent Department, whose function is to aera an sedenis ¢. 
expansion of jrab industry and municipal development in Aramco's zone of opera- 
tions. The opening paragraphs describe in general terms the industrial growth 
that occurred within the regional economy following the rise of large-scale oil 
operations. Although the study inay appear to award the company undue credit for 
its direct efforts in promoting the development of Arab industrial projects, we 
believe the emphasis is probably not misplaced. There is little to question in 
the opening assertion that "in the absence of oil production, it is probable that 
there would be little industry here; for modern industrial development in the area 
must be attributed to oil development." 
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The first section of the study describes the characteristics of the 

regional economy, which only recently has expanded beyond cottage industries and 
ancient habits of trade toward a comparatively modern pattern that includes snall 
industries producing simple commodities in high demand, and a partially Westernized 
variety of retail trade. The second part introduces examples of the industries 
established in the Eastern Province, while the third lists and analyzes a number 
of the factors that affect industrial activity in the area. Part Three is par- ee 
ticularly valuable for its presentation of the historical, governmental and psycho- W 
logical factors influencing Saudi economic behavior. In this context the authors W 
of the study have necessarily made statements that imply criticism of the Saudi 
. Government, and particularly for this reason. the source of the study should 


preferably not be divulged. 


Prior to releasing the study to the Gonsulate General, the Economics 
Department edited the text to delete references to.capital investment figures 
in Arab companies designated by name, and also omitted certain passages deemed 
sensitive to company operations. The Consulate Ggneral has made small, editorial 
changes by deleting material not pertinent to the nee a ws ane 7 
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INDUSTRIAL DEVULOPMENT IN THE EASTERN PROVINCE | 
aA ee SEEN NS BAS LRN PROVINCE 


It is not difficult to assess what would be the probable status of 
indust~ial development in the Eastern Province in the absence of large~ 
scale ojl production. Except for limited, cottage-type industries exemplified 
by simple metal-working, sandal making and textile weaving, there had been 
ro industry in the Province for hundreds of years. In the absence of oil 
production, it is probable that there still would be little industry here; 
for modern industrial development in the area must be attributed to oil 
development, 


It is true that without the Arabian American 041 Company there perhaps 
would now be, in the Hastern Province, a number of the more obvious industrial 
investments such as ice plants, small carpentry shops, cement block works, and 
perhaps a foundry and a tile factory. O, the other hand, there probably would 
not be any publicly distributed electricity, although private electric companies 
probably would have been formed and plant and equipment purchased. (This is the 
situation in Hofuf, where an electric company was started in 1952 and now is 
primarily supported by Ibrahim Jaffali and brothers from the Hejaz. No electricity 
has been sold as yet, apparently because of a lack ©! either the interest or the 
technical skills found in al-Khobar and Dammam, where Aramco helped to get things 
started.) It is questionable whether, in the absence of Aramco, liquid petroleum 
gas would be distributed on a wide basis. Probably there still would be no con- 
mercial fishing in the area. The municipalities of Damnam and al-Kpobar would be 
far less developed than they are now. In general, there would be less order, 
stability and rationality than exist today.™ 

Industrial development in this region began with a few hesitant and 
cautious steps into the area of private industry by private individuals, follow- 
ed by more private investment on an increasing scale, generally with Aramco's 
assistance. Public investment in’transportation, communications and, later, 
education, health and municipal development, followed the first private indust- 
rial undertakings by only a few years and has helped lead to the rapid industrial 
expansion to be observed at the present tine. Throughout this process Aramco has 
been catalyst, adviser, encourager, source of purchasing power, consumer and, in 
some instances, financial backer. 

i /l. Characteristics 





*hrough its Arab Industrial Development Department (A.I.D.D.), Aramco has 
provided technical, managerial and, in some cases, financial assistance in devel- 
oping such local industries as electric power generation, cement block production, 
ice and soft drink plants, and commercial fishing. Over a period of several years 
A.1.D.D. has also devoted considerable effort to municipal develomment projects 
in Dammam and al-Khobar. The A.I.D.D. thereby performs services that are not now 
available from alternative sources in the Province and which the Saudi business 
community would perhaps in any case expect the company to provide. 
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Effective demand, both for producers' and consumers' goods, has 
changed greatly since the end of :jorld War II. It has increased enormously 
and has altered its composition in line with changing tastes and increasing 
wealth. A measure of the increased magnitude of local demand may be found in 
the level of imports into Saudi Arabia. In 1938 total imports (including those 
to Aramco) amounted to about 912,000,000 c.i.f. By 1950 Saudi imports, ex- 
cluding those of Aramco, were valued at nearly $60,000,000; and last year, 
again excluding Aramco, they totalled more than $190,000,000. Of course only 
a portion of total Saudi imports reflect denand from the Eastern Province. 
Changing tastes for consumers! goods are reported by all observers and are 
common|y illustrated by the rise in the demand for autanobiles accompanied by 
the fall in the demand for and prices of donkeys, or by the substitution of a 
variety of processed and canned foods for locally produced dates. 


Communications and transport facilities have developed simultaneously 
with the expansion of the private sector of the economy and provide an essential 
foundation for its further growth. Most of such facilities as are of a modern 
type are only six years old or less. The port of Dammam was opened in 1950. 

In a recent year the port unloaded 186 ships. The first paved road in the area, 
spanning the 45 kilometers from Abyaig to Ain Dar, was not built until 1951. 

It and subsequent roads have been constructed and maintained largely by Aramco, 
The Saudi Government Railroad has been fully operative since 1953, and now 
carries over 500,000 tons of revenue freight traffic per year. Air traffic in 
and to the area has increased yreatly in recent years. Improved postal and 
telegraph services, as well as rudimentary local telegraph networks, are 
developments of the last few years. 


Government economic activities are important to the environnent of the 
area not only because of the actual facilities provided but also because Govern- 
ment investment represents an encouragement to private investment. Ten years 
ago Government economic undertakings in the Province were minimal, but since 
that time there has been a significant change. Both the port of Damman and the 
Saudi Government Railroad are Suudi Government investments. Other Government 
investments in the area--certainly those in education and health, and probably 
also those in the Labor Office and the Damnam Chamber of Commerce--have helped 
in making the environment more favorable to economic expansion, 


Concurrently with the growth of industrial establishments there has 
appeared a need for business services such as banks, engineering consultants, 
accountants, trade specialists, transportation and insurance companies. The 
first of these established themselves a few years ago, and those now in existence 
help to mold the still rapidly changing envirorment in a manner increasingly 
conducive to further economic development. 
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| also of importance is the post-war increase in the number of | 


persons having technical and managerial ability. Where formerly there was 
practically no skilled labor, or professional or managerial talent, there 
is now a visible although limited supply of trained personnel. This group 
includes both local Saudis who have been trained, usually in the simpler 
skills and often by Aramco, and outsiders from bahrain, the Hejaz, or other 
Arab states. 


along with the environmental changes already mentioned there has been 
& whole series of adjustments, many of them fundamental, in the less tangible 
aspects of economic intercourse. The customary pattern of capital investment 
has been modified. Rich local merchants who would have thought ten years ago 
of investing only in trade of one sort or another, or in land, now may think 
in terms of industrial opportunities. T,aditional restraints upon competition 
and hostilities toward things foreign are being overcome. The use of bank 
checks has become quite comnon and, within the last year, local banks even have 
begun refusing to honor checks drawn on accounts in which there are insufficient 
funds. (Two years ago to bounce a check was to bring high dishonor upon the 
person who had drawn it, and was avoided at all cost.) Particularly important, 
perhaps, is the quite recent appearance of interest and pride on the part of 
some local Saudis in the industrial development of the Province. 


2. iyamples of Industry Established in the kastern Province. 


Apart from the oil company, the first modern industrial establishment 
in the Eastern Province appears to have been the ice plant established by 
Ahmad al-Gosaibi at Hofuf in 1947. The plant has a daily capacity of 3.5 tons 
of ice. I, the following year Mohamed ibn Sa'id built a four-ton ice plant at 
al-Khobar and the ice-naking business, which initially was exceptionally 
profitable, began to burgeon. Present commercial ice capacity in the Province 
is probably not less than 100 tons a day, and the usual retail price per kilo- 
gram has been reduced because of the increased supply from one Saudi riyal 
{about } .27) five years ago to a tenth or twelfth on this price at the present 
time. 


Other early Saudi industrial investment in the Province was in cement 
blocks (a plant at Danmam was established in 1949), carpentry shops (several 
were set up in 1950), and snall iron works and tile factories that appeared in 
1951. Ag the use of automobiles and trucks increased, more and more service 
stations were established and, with some of them, repair shops and related 
undertakings. At the present time there are nearly 100 dealers in the Eastern 
Province selling Yetroleun products to the general public. About twenty of 
these dealers are in the Dammam-al-Khobar area. 


Electric power was made available to the public in al-Khobar in 1951 


/year. 


| and in Dammam in 1952. In each location the output has increased year by | 
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| year. Electric generating capacity in al-iKhobar is now about 1500 kw | 


and in Damman 2400 kw. Public electricity soon should be available in 
Hofuf and ilubarrez.™ 


One of the most important industries in the Province is the National 
Gas Company of Damnayg, which has a concession from the King to store, trans- 
port and distribute liquid petroleum gas in the Eastern Province and the iejd. 
It was established ac a private concern in 1949 and began operations the fol- 
lowing year. in 1953 it became a stock company. The rapidit; of its prowth is 
indicated by its sales volu..a: 


National Gas Company 
vales of Liquid Petroleum Gas 


Year 2. Sales in Pounds 

1950 27 ,O00 

1951. 50,000 

1952 500 , OOO 

1953 1, 546,000 

1954 2,500,000 

Lge 2,800,000 

1950 3,600,000 (estimated) 


‘The company's present capacity of about 3,600,000 pounds per year is to be 
increased during 1957 to 12,000,000 pounds. - 


In the last year or two there has been an increase in the complexity and 
efficiency of established industry, as well as the creation of industrial under- 
takings of a more advanced type. The latter include small textile factories, a 
dry ice plant, a Venetian blind factory, and more elaborate furniture factories. 


Tne natural trend toward increasing size, complexity and sophistication 
is shown even more markedly by investments now under serious study by Saudi 
businessmen. These include a cement plant, a large milk reconstitution plant, 
a marine railway, the transmission of electricity from Dammam to Saihat, Qatif, 
Safwa, Tarut and eventually to Rahaima ,** and the distribution of natural gas 
by means of a pipe network from the oil fields to Qatif and al-Khobar. 


3. Factors which Affect Industrial Activity in the Eastern Province. 


1. Tne lack of variety in locally available raw materials makes local 


P ® » /industry 
*«ubarrez is a small Apab community about eight miles from Hofuf. 


hese are Arab connunities located within ten or twelve miles of Dammam. | 
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industry vulnerable to all the vagaries of foreign sources of supply. i 


2. The Eastern Province market is too small to support large-scale 
industrial production of many types of consumers' goods economically pro- 
duced in other countries. 


3. There is a marked scarcity of technical and managerial ability. 
There are only a few local industrialists who understand even their own 
businesses. Technical skill, which must be imported at a high premium, is 
scarce, and there are reports of a black market in visas for skilled foreign 
workers, Pirating of craftsmen is common and leads toward économic instability. 
Moreover, since there is a general need for technical skill throughout the 
Middle East, technicians who have been willing to leave their homes to work 
in the Eastern Province of Saudi Arabia ‘often have been less than fully 
qualified. If the picture is better with regard to -managérial and administra- 
tive talent, it is only slightly so. Even unskilled labor is not plentiful. 
The trend in money wages is up. Problems caused by these factors may affect 
seriously the rate and direction of industrial expansion and certainly are 
important to the economy of the area. 


4. Allusion has been made already to the not inconsiderable assistance 
afforded the industrialization of the Province by the Saudi Government. Most 
important are the political stability brought to the area and the nearly 
complete economic freedoin which has existed for many years. The customs' ex- 
enption for certain producers! goods is of direct help to industrialization. 
Unfortunately, however, the Saudi Government has not been able as yet to 
provide the continuing, efficient, stable administration or the general in- 
vestment climate in which economic expansion most readily can take place. 
Tpere are a number of instances, for example, in which customs officials have 


_ insisted upon payment of duty on imported machinery which would appear, under 


the law, to be enterable duty free. The regulation requiring that 75 percent 
of the labor force of an undertaking should be Saudi may be discouraging in 
certain circumstances even to Saudi investors. This is particularly true where 
an enterprise is mechanized or for other reasons requires relatively little 
labor, most or all of which should be skilled. (One local bank, for instance, 
employs six Saudi messengers where one would be sufficient. Make-work of 

this nature discourages investment. ) 


Entrepreneurs who take seriously the regulation that each foreign 
skilled worker must train four unskilled Saudi laborers find the costs of 
compliance excessive. The slowness with which entry visas and work permits 
are issued is considered capricious by some local entrepreneurs, and slows 
economic growth. Moreover, in the absence of Govérnment economic advisory © 
services in the area, of over-all Saudi Government development plans, and 
of a useful chamber of commerce and industry, there is little but Aramco to 
combat industrial ignorance or to encourage industrial growth. 


5. The first investments in the Eastern Province have been made. The 
economy may now be at the point where the most obious and the most obviously 
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profitable things have been done. It does not take much market research 

to guess that ice will sell in a hot climate, that concrete blocks will be 
needed for construction, or that people whose incomes are rising will buy 
soft drinks and pay for electricity. Now, however, particularly in view of 
the generally high costs of labor and of the increasing industrial competi- 
tion which is bringing down the prices of most local products, it is not at 
all certain that there will be an acceptable net profit from investment in 
any particular industry. This.is not to say that the pace of development will 
slacken, for the contrary is more likely. The point is sinply that it is be- 
coming increasingly necessary to calculate costs and anticipated returns 
closely, and to compare alternative investment opportunities, including those 
existing in agriculture. 


6. Despite numerous and relatively rapid changes in local attitudes, 
there persist traditional ways of thinking which may be somewhat out of tune 
with modern industrial expansion. A few examples are given below: 


a. ikoney has traditionally been invested in anticipation of 
high unit profits. Local investors either have not distinguished between 
long and short term profits, or they have over-valued the inportance of the 
short run. They continue to be reluctant to assume even medium term risks or 
to operate a business even initially at no profit or at a low profit. A 
prominent businessman in Hofuf has said that he would stop any activity which 
did not, in and of itself, show an iumediate profit. Hjs company is large, 
highly profitable, diversified, and could afford to carry an undertaking at 
a loss in order to get it started, or for publicity or contact purposes. This 
possibility is foreign and repugnant to the director, though he is one of the 
more capable and modern of the entrepreneurs in the Province. 


An exception to this attitude, rare as yet, is that of Mr. Mohamed 
al-Nagadi. Mr. Nagadi is now running his Venetian blind and neon light factory 
at a loss, in the expectation that he will be able to build up his markets 
and make a profit in 4 year or two. 


b. Tpe traditional r6le of the merchant, in which a trader 
deals in a wide variety of often unrelated items, has been carried over into 
industry. Most industrialists have invested in diverse enterprises and also do 
contract work of several types. This lack of specialization probably contributes 
to a generally lowered productivity. 


c. It appears to be a part of local custom for entrepreneurs to 
want the status attendant upon large-scale undertakings and involvement in 
many projects at one time. Contractors and investors habitually over-—extend 
themselves. They bid on and accept work whether or not they have the labor or 
equipment with which to get it done, and they are in continual difficulty 
trying to catch up with their obligations. Contracts often are finished a year 
or more after the promised completion date. Generally speaking, they keep no 
reserves of cash and no assets in liyuid form, and usually are in debt to 
several creditors at the same time. 
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prevent the possibility of serious embarrassment to the Arabian 0) 
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steps are necessary to insure that no part of the subject despatch « 
or its unclassified enclosure will be reproduced or disseminated, O 
outside the Government. Although the material contained in the O 
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TALKING POINTS FOR MR. MURPHY 


SAUDI ARABIAN ECONOMIC DISCUSSIONS 


Welcome remarkse 


The Ue Se believes that an economically prosperous Saudi Arabia will 
contribute to peace and stability in the Middle East. This we feel is 
in our mutual interest. The President has asked the Congress to join 
with him in announcing a policy of cooperation with the countries of 
the area to achieve this objective and to meet the greatest threat to 
peace and stability - international Communisme And he has designated 
Ambassador Richards to head a mission to the area to examine means for 
implementing this policye 


His Majesty, in his memorandum to President Eisenhower, indicated that 
Saudi Arabia would welcome assistance in constructing certain projects 
which would contribute to Saudi Arabia's development. We desire to 


discuss these matters, to learn more about them, and to consider means 
for moving forwarde 


In this context we note, that while your government's revenues have 
temporarily declined, there is reason to believe that this is a short- 
term condition, and that there is hope for increasing revenues from 
your country's petroleum resources. 


We note also that Saudi Arabia is not yet a member of the International 
Bank for Reconstruction and Development nor the International Monetary 


j 


“ 


Funde We would urge consideration by your government of such membershipe 


Too, there are other institutions, such as the Ue Se Export-Import Bank 
whose advice and interest might be soughte 


It appears that many of the projects in which His Majesty has expressed 
interest require technical and engineering surveys and the preparation 
of planse As Your Excellency is aware, the Ue Se is agreeable to 


discussing with you ways and means of providing assistance in such 
activities. 


Thus, we would appreciate you/means for achieving our 
mutual objectivese We would like to discuss those developments of 
particular interest, the means whereby we can best assist in their 
technical planning, and the resources which can be utilized to bring 
them into beinge 
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SECRET 
ECONOMIC DISCUSSIONS WITH SAUDI ARABIAN DELEGATION +? 
21 
Problem: ) 
as 2! 
Current reduction in income from oil coupled with a desire for Be 


construction of development projects has caused the King to indicate (in 
memorandum Ho President Eisenhower) a need for economic assistancee 


Saudi Position: 


AX "The King made these points in his memorandum: (a) prosperity of his 


untry is a factor of peace and stability in the Middle East; (b) Saudi . 
s’ Arabia is a young state whose budget is inadequate to its development needs; an 
 (c) he considers it inadvisable to consider loans; (d) while Saudi Arabia > 
0 "ywelcomed the Point Four Program no advantages were reaped and Saudi expenditures < 
Red n exceeded Ue Se expenditures on the program; (e) the Saudis would be pleased oO 
to receive any Ue Se assistance for construction programse O 
ra He stated that the following is a list of the projects in which his he 
NS , ~government seeks assistance: 1 
im 
i? (1) The Damman Harbor 2 
eee ka (2} The Jeddah Harbor i 
> ; " (3) The railroad from Riyadh-Medinah-Jeddah-Damascus 
’ . (4) Road construction between Damman and Hedjaz rt 
: 2 (5) Agricultufal projects 
M (6) Mining projects : . oO 
‘ (7) Broadcasting stations ) 
Ue Se Ss fa! Position: ¥ i 
(a) The Ya Sey be believes that a prosperous Saudi Arabia is a factor Ee 


in Middle East peace and stabilitye 


(b) The U. S- wishes to discuss the Saudi Arabian economy and the 
development plans of the government, and particularly to secure as mch 


information as is available concerning the projects to which His Majesty 
has referrede 


(c) We are not in a position to offer t construction funds (and Q 
there should be no commitment, implied or Sthareine, to do so).e But there 


a great deal the Us Se can do to assist the Saudi Government in realizing ite” + 


evelopment aspirations. (The Richards mission will examine further.) —— 
xr this position: 


— (1) The current reduction in revenues from at ae are ne eo 
x 
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(2) Most of the projects in which His Majesty has expressed 
interest are revenue-producing and could pay their own way over a period 
of timee 


(d) The Ue Se will be glad to help in seeking financing of projects 
through commercial institutions, or through the Export-Import Bank, and 
would be glad to arrange appropriate discussionse 


(e) We also urge His Majesty's Government to take advantage of the 
expressed interest of the IBRD, and to consider becoming a member of the 
Bank, and the IMF. 


(f) The Ue Se stands ready to consider assisting in financing 
required technical surveys on projects of particular interest so that 
problems relating to their construction can be considered properlye In 
order to consider the means of financing development projects, it is 
necessary to have the projects technically planned and engineered, and 
economic studies madee Engineering plans have apparently been completed 
for the Riyadh-Medinah-Jeddah railroad, and the field work has largely 
been finished by IREX on a technical survey for the restoration of the 
Medinah-Ma'tan (portion of the Hedjaz) railroade 


Special Note: 
le In discussion, particular interest might be expressed: 

(a) in the Medinah-Ma'an railway, which, in terms of its 
regional implications and relatively low cost (approximately $20 million) 
might be a subject for MSP loane 

(b) Expansion of the Port of Danman and its facilities. 

(c) in the item."broadcasting stationse" 

2. It is still feasible to finance the approximately $500,000 costs 


of the IREX survey, should such a move appear politically appealing to the 
Saudis e 


Composition of Saudi Team: 
le His Excellency Khalid Abu al-Walid, Royal Counselor 


2e His Excellency Shaykh Muhammad Surur, Royal Counselor and Minister 
of Finance and National Economy 


3e His Excellency Shaykh 'Abdullah al-Khayyal, Saudi Arabian Ambassador 
to the Ue Se ‘ 
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le Rasim al-Khalidi, Vice President, Saudi Arabian er 
Composition of Ue Se Team 

le Robert Murphy, Deputy Under Secretary 

2e George Wadsworth, Ue Se Ambassador to Saudi Arabia 


3-¢ Robert Ge Barnes, Special Assistant to the Under Secretary for 
Mutual Security Affairs 


he Jack Ce Corbett, Director, Office of International Financial and 
Development Affairs 


Se Cedric Seager, Regional Director, Office of Near ast and South 
Asia Operations, International Cooperation Administration 


6e Le Wade Lathram, Politico-Economic Adviser, Bureau of Near Eastern, 
South Asian and African Affairs 


Te Merrill C. Gay, Adviser, Office of International Financial and 
Development Affairs 


8 John Shaw, Officer-in-Charge Economic Affairs, Office of Near 
Eastern Affairs 
3K He Gt OH Fe 4 
le Mre Vance Brand, Member of the Board , Export-Import Bank 


2e Mre William Welk, Economist, Export-Import Bank 
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RIYADH—JIVDA RAILROAD 


Specifications and drawings 
International Engineering Company (MK)- 
-report filed October 1953 
~financed by TCA - cost about $256,571.48 
— Standard guage 
854 miles main line 
124 miles branch lines 
32 miles sidings and tracks 
1010 miles — TOTAL 
Route: 
Riyadh, Marrot, Anaiza, Al Mussama 
Medina, Jidda - 
Branch lines will connect Dhruma, Bwiaida, Yanbu and Mecca 


with main line 





Cost: Thousands of dollars 
1) Administration and engineering $11,581 

2) Roadway subgrade . 

3) Roadway ballast 11,600 

5) Drainage structures 75257 
Buildings 16,263 

7) Power plant equipment 4,288 

8) Water supply 401 

9) Radio communications 1,521 

10) Rolling stock, new 1 


TOTAL | $135,788 


Low bid submitted 1956 - MK $145 million 


CONFIDENTIAL 


FUNDING OF UNITED STATES CONTRIBUTIONS TO EQUIPMENT AND SERVICES 
FOR i LA 


I, The United States is prepared to do the following over a five year period: 
A. Continue present services at Dhahran Airfield and present military 
advisory group. (Estimated United States Government expenditures 
for five years: $5,000,000). 
B. Construct an air terminal at Dhahran, (Estimated cost: $5,000,000.) 
C. Augment the present Army training program. (Estimated cost: $,000,000.) 
D. Joint United States-Saudi Arabian mapping program. (Estimated 
cost: $4,000,000.) 
Ee. Air Force development, training and maintenance program, including 
provision of equipment required. (Estimated cost: $32,000,000). 
TOTAL COST: $50,000,000 
Ile Funds for these services, construction and equipment would be provided over 
five years from: 


Mutual Defense Assistance Program 
(under authority of Section 01 A) $35,000,000 


(An immediate request for the necessary 

Presidential determination for 

$10,000,000 of this amount in FY 1957 

is being prepared in Defense.) 

Service Appropriations $10,000,000 


(To finance salaries of United States 
military personnel involved.) 


Development Assistance Funds $ 5,000,000 


(Grant under Section 01 A) 
(For air terminal) 


TOTAL $50,000,000 
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CONFIDENTIAL 


TALKING POINTS FOR MR. MURPHY 


SAUDI ARABIAN ECONOMIC DISCUSSIONS 


for February 6, 1957 


Since our discussions of the day before yesterday, we have considered 
the problems which you presentede I am sure that on your side, Your 
Excellency has had conversations concerning the points which we raisede 
I believe it would be fruitful for me to set forth some general 
principles and to hear from you such reactions and proposals as Your 
Excellency cares to makee 


His Majesty has indicated interest in the construction of several 
projectse. We, too, believe that these are important to Saudi Arabia's 
economic development. We therefore wish to state the following 
principles: 


ae The Ue Se is prepared to consider with you the financing of Y 
technical and engineering studies on these projects, where such , 
studies are required to move toward constructione | 

/ 


be We believe that the construction of many of these projects 
can and should be financed through calling upon the future revenues 
of your Governmente We are prepared to lend our good offices toward 
examination of such possibilities including implementation of your 
decision to join the International Bank for Reconstruction and 
Developmente 


Ce We also recognize the financial problems currently being 
faced by your Government and the fact that some of the activities 
in which you are particularly interested are a matter of urgency 
or are not so clearly completely financable through utilization of 
future revenuese We are therefore prepared in principle to offer 
some grant assistance to demonstrate our interest in the development 
of your country and our recognition of your problemse 


- 


In the light of these principles and in view of the conversations 
which I am sure you have had, we are prepared to receive at this 
time your proposalse 


a ae 
B? 3 


x 
> « 
aad Se 


Depending upon the progress of conversations you may wish to make 
the following statement later in the meeting. 


he We are 
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he We are prepared to grant up to $20 million to assist in construction 
of specific projects of mtual intereste We are partiomlarly interested 
in the Port of Damman development and expansione We should like your 
reactions and your suggestions as to the most effective use of this 
offere We do feel, however, that railway construction and rehabilitation 
is of such magnitude that it should not be considered in this contexte 


~~ 





You may also wish at some —— in this discussion to make the following 
commente 


Se It is our reaction that the current loss in oil revenues presently 
being suffered by your Government could be reduced even in the current 
situation by approximately $3 million a month if your Government could 
see fit to resume oil deliveries to the Bahrein refinerye 7 


° 





With regard to implementation of this offer you may wish to suggest the 
following course of actione 


62 We would suggest: 


ae That[prior to His Majesty's departurg) we exchange notes 
concerning the offer of the Ue Se and its acceptance. (This would be — 
desirable first, to obligate the funds, and second, to provide the 
King with written evidence of our sinceritye It might be useful in 
his relations with Nasser.) 


be That Your Excellency designate a member of the party to 
discuss with several of our experts more details concerning those 
projects listed in His Majesty's memorandum to the President. (This 


would permit the gathering of factual information to supply to the 
Richards mission.) 


Ce That the Saudi Arabian Government be prepared to discuss 
implementation with Ambassador Richards! missione 


NEAsIWIathram:gcb 
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HIGHLIGHTS OF THE FORTNIGHT 


The Richards' Mission’ visited Saudi Arabia April 9 - 11, ani was cordially 
received by His Majesty. The joint communique issued prior to the Mission's 
departure stated the determination of the two Govérnments to oppose Commnisn. 


The Saudi ArabianForeign Office sent a circular note to the Mission in 
Jidda re the Gulf of Aqaba. The note asserted Saudi sovereignty over the 
islands at the Gulf's entrance, and declared the Gulf to be a closed Arab Gulf, 


A Boyal Decree dated April 8 put into effect in Saudi Arabia the new 
Dhahran Airfield Agreement signed in Washington on April 2. 


END SECRET 
BEGIN OFFICIAL USE ONLY 


KING SAUD 
l. Richards'Mission Meets with His Majesty. 

His Majesty warmly received the Richards’ Mission on its arrival in 
Riyadh April 9, and gave a dinner in their honor on the evening of the same 
day at Nasiriyah Palace. Matters discussed were: 1) Communism; 2) Syria; 
- 8) Gulf of Aqaba; 4) Yemen; and 5) U.S. aid to Sadi Arabia. 


END OFFICIAL USE ONLY 
BEGIN UNCLASSIFIED 


The Mission left Riyadh on April 11 for Jidda, from whence, after a two 
hour stop, it proceeded to: Yemen. 







Bilad al-Saudiyah of April 12 carried the text of the joint U.S.- 
Saudi Communique of April 11 on the Mission's visit. The text of the 
—<— was forwarded to the —— in Embtel 614, April 11 (Unclassi- 
fied). 


Miled of April 12 also printed the text of the exchange of telegrams 

mbassador Richards and King Saud made on the former's departure from 

abla. Ambassador Richards stated that: “We are confident that the © 
hip between our two countries will-have a great affect in securing a 

ported of peace for the world.” His Presper replied that: “Your visit was 

a new ty for consolidating the friendly ties between our two countries, 


ties which we trust will develop for the common welfare of our two countries 
and the ‘whole world.". 


Re King Presents Three Palaces in Riyadh to Government Agencies. 


‘According to Radio Mecca of April 7 and Hire of April 13, King Saud 
presented Al-Hamra Palace in Riyadh (His Majesty's former residence ) to the 
Council of Ministers, and two other palaces to the Ministry of Education. 
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His Majesty has established his official residence in Nasiriyah Palace; 
the Council of Ministers held its first meeting in Al-Hamra Palace on April 7. 


5e Iragi Ambassador~at-Large Visits His Majesty. 


According to Radio Mecca Iraqi Ambassador-at-Large Abdullah al-Damluji 
arrived in Riyadh on the morning of April 14, and was received by His Majesty 
at sundown. e visit probably was in connection with King Sand's forthcoming 
visit to Baghdad. 


POLITICAL 


le Second SAG Note on Status of Gulf of Agaba. 


On April 8 the Embassy received its copies, in English and Arabic, of a 
Saudi Arabian Foreign Office Circular Note dated March 31, 1957, setting forth 
the Saudi Arabian Government's position on the status of the Gulf of’ Aqaba. 
This note was the second note received by the Embassy on this subject. (Re 
the first note, see Embassy Despatches 203, March 18, and 215, March 30, 1957). 


The March 51 note asserted that Saudi Arabia is sovereign of the islands 
of Tiran and Sanafir at the mouth of the Gulf of Aqaba, and that the waters at 
the entrance to the Gulf constitute "Saudi Arabian territorial waters." It 
added that the Gulf "is locked Arab Guif without international capacity" 
(sic - probably "character"), and that it is closed to international navigation. 
Asserting further that any attempt to declare the straits to have an international 
status would be in derogation of Saudi sovereignty and a threat to Sandi Arabia's 
territorial integrity, it concluded by expressing the hope that the addressee 
Government would support Saudi Arabia's position on this question. (The English 
text of the Foreign Office note is annexed as an enclosure to Embassy Despatch 
232, April 9, 1957, entitled "Transmitting Copy of Second SAG Note on Status of 
Gulf of Aqaba"). 


END UNCLASSIFIED 
BEGIN SECRET 


Comment: During his conversation with Ambassador Richards in Riyadh, 
King Saud raised the question of the Gulf of Agaba, ani remained firm in 
upholding the Saudis position on this issue (Embtel 617, April 10, 1957). 


On April 15 Acting Head of the Foreign Office Shaiky Ibrahim Suwayil called 
the Chargé to the Foreign Ministry to deliver a message from King Saud on this 
subject. The message expressed concern at the passage of the U.S. tanker Kern 
Hills through the Gulf, and he requested that the United States Government 
fake action to stop other American ships from proceeding to Flath. 


END SECRET 
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2e Royal Decree re New Dhahran Airfield Agreement. 
a a a ee 


Al-Bilad ee of April 9 carried the text of the Royal Decree 
putting effec audi Arabia the agreements entered into in Washington 
on April 2 with respect to the Dhahran Airfield and military aid to Saudi 
Arabia. 


The decree, dated 7 Ramadan 1376 (April 7, 1957), reads as follows: 
"By God's help, we, Saud ibn 'Abd al-Aziz, 


"After reviewing the two notes exchanged in Washington on 2 Ramadan 1376 
(April 2, 1957) between Deupty Under Secretary of State and our Ambassador in 
Washington, whereby an agreement has been reached that the Government of the 
United States will supply us with military equipment in return for payment, and 
carry out the necessary training programs for our armed forces, and whereby our 
Government will renew the facilities granted to the United States Government 
at DhahranAirfield in accordance with the agreement concluded on 13 Ramadan 
1371 (June 6, 1952), (sic - June 18, 1951). 


"And in accordance with the recommendation of the Prime Minister, we 
decree the following: 


"Article 1. The aforesaid agreement which has been concluded between 
our Government and the Government of the United States in accordame with the 
two notes, the texts of which are annexed hereto, is approved. 


"Article 2. This agreement, which is of a reciprocal character,will be 
valid as of the date of its conclusion. The carrying out of its provisions 
will be on the basis of mutual engagements undertaken by the two Contracting 
Partie se 


"Article 3. Our Prime Minister is charged with carrying out this decree." 


3. Saudi Press Dele gation Returns from Irag. 


The Saudi press delegation which left for Iraq on March 24 (see reference 
Despatch, Political, item 4) returned to this country on April 8 Following 
its return a number of articles by the participants appeared in the local press, 
carrying the theme that it is good news that the King willsoon visit Iraq, and 
that there is nothing except love andfraternal feeling between the Saudis and 
Iraqise 


Comment: Adespatch on the bettering of Saudi-Iraqi relations is under 
preparation. 


|_ UNCLASSIFIED 
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1. SAG Institutes Import Controls. 


Following a series of meetings with local bank representatives at the 
end of March and early April, the Saudi Ministry of Finance and National | 
Economy announced that as from April 8, 1957, all imports into Sandi Arabia 
may be made only against an import license. Shipments made under letters of 
credit already established are not effected, and shipments made on a 
collection basis on which bills of lading are dated before April 9, also are 
not subject to import license. 


The banks were also informed by the Ministry of Finance that sufficient 
foreign exchange to meet the banks! outstanding obligations as of March 31 
would be sold to them in four equal installments, The first installment was 
made on April 6 and it is understood that theother installments will be made 
on April 16, May 6, and May 16. 


This action by the Ministry of Finance has helped to relieve same of the 
pressure on the banks and to a limited extent the discontent that has become 
rather widespread among the merchants. (See Embassy Despatch 238, April 16). 


END UNCLASSIFIED 
BEGIN CONFIDENTIAL 


2- Saudis Show Interest in Oil Pipeline Along the Suez Canal. 


Mr. Max Carter of Aramco's Jidda office recently informed an Enbassy 
officer that Kamal Bey Adham, brother-in-law of Crown Prince Faisal and 
manager of the Arabian Engineering Company, had discussed with him the 
possibility of Saudi participation in the construction and operation of an 
oil pipeline paralleling the Suez Canal. 


Kamal Adham mentioned that the Egyptian Government had already made an 
offer to Onassis on the construction and operation of such a pipeline and 
that Onassis had turned the proposal down. 


Kamal Adham stated that he and other interested parties were considering 
undertaking this project if a suitable agreement could be worked out with the 
Egyptian Government. It is understood that negotiations on this matter 

presently are being! held between the Adham group and the Peyotian Government. 
(The Embassy will report on this by despatch). 


END CONFIDENTIAL = 
BEGIN OFFICIAL USE ONLY 


3. Syrian Economic Mission Visits Sandi Arhbia. 


, During the second week of April a Syrian Economic Mission headed by 
Khalil al-Kallas, Minister of National Economy, and Fakhir al-Kayyali, Mini ster 
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of Communications, visited Saudi Arabia. The Mission left Riyadh on April 
16. 


According to the April 17 issue of the Al-Bilad a joint communique was 
issued by the Saudi Mini: wry of Finance which stated that the Mission had 
discussed means of strengthening economic relations between Saudi Arabia and 
Syria, and that both countries were in harmony with respect to all matters 
in question, particularly a payments agreement problem and an increase in 
trade between the two countries. 


The Embassy has not yet been able to obtain additional information on the 
activities of this Syrian Mission. However, it is possible that Syria is 
anxious to obtain a payments agreement similar to that signed with Egypt in 
September 1956 in an effort to stabilize the Syrian pound - Saudi riyal rate. 
It is also possible that Syria is seeking financial assistance. 


END OFFICIAL USE ONLY 
BEGIN UNCLASSIFIED 


4. Recent Goverrment Invitations to Bide 


The following invitations to bid have been publicized in recent issues of 
Al-Bilad al-Saudiyah: 


ae The Health Administration, Office of the National Guard, Mecca, 
announced that it will accept bids for the supply of pharmaceuticals 
and drugs. Specifications may be obtained at the above address. 
Bids will be opened on May 23. | 


be The Secretariat of the Tenders Committee, Ministry of Defense, Riyadh, 
invites bids on the supply of military caps (berets). Specifications 
may be obtained from the Tenders Committee. All bids must be 
accompanied by an amount equivalent to 10 percent of the value of the 
submitted bid. The bids will be opened on May 23. 


ce The Ministry of Defense also announced that it will accept bids for 
the importation of auto spare parts for the Maintenance Department 
of the supply branches of that Ministry in al-Kharj and Riyadh. 
Specifications may be obtained from the Secretariat of the Tenders 
Committee, Ministry of Defense, Riyadh. Bids must be submitted by 
May 12. 


d. The Directorate General of Agricultural Affairs, Animal Resources 
Section, Ministry of Agriculture, Riyadh, has announced that it will 
accept bids for supplying that Ministry with equipment for animal 
breeding centers. Specifications may be obtained from the above 
office. Bids must be submitted before May 15. 
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MISCELLANEOUS! 


1. Team of U.S. Specialists for Treatment of Prince Mashur Return to U.S. 


During the fortnight a team of U.S. Army doctors and specialists who had 
come to Saudi Arabia to treat Kirig.Saud's son, Prince Mashur, for partial 
paralysis of the arm and leg, and to train Saudi personnel to deal with the 
ailment, left Saudi Arabia. They reported that the Prince had shown remarkable 
improvement as a result of treatment by physical therapy, and expressed the 
opinion that the Prince could look forward to at least "adequate function" 
of arm and leg, although a complete cure was unlikely. 


The team reported that four new hospitals had been built in Riyadh during 
the past yeare 


2. Pakistani Pilgrims Soon to Arrive in Saudi Arabia. 


According to the Director General of the Haj, Pakistani Airways will 
begin bringing in pilgrims from Pakistan on April 20. 


5. Pilgrim Arrivals. 


The Director General of the Haj has announced that as of April 1 pilgrim 
arrivals by sea have been 8,590, by air 1,814, by car 13, a total of 10,417. 


4, Syrian Delegation of Teachers Visits Saudi Arabia. 


During the fortnight a delegation of teachers sponsored by the Syrian 
Ministry of Education visited Saudi Arabia to observe the work of the Saudi 
Arabian Ministry of Education and the progress being made in training 
teachers for secondary schools. The delegation was received byHis Majesty 
in Riyadh on April 1. 


DIPLOMATIC NOTES 


1, Indian Minister Designated Ambassador to Saudi Arabia, 


As of February 25, 1957 the Indian and Saudi Arabian Governments raised 
their respective diplomatic missions to Embassy level. 


On April 4 the Directorate General of Broadcasting, Press and Publications 
armounced that HeE. Mustapha Kamil Kidwai, the present indian Minister to Sandi 
Arabia, and Shaikh Yusuf al-Fawzan, the present Saudi Minister to India, had 
peen designated as Ambassador of their respective countries. 
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Ambassador Designate Kidwai had not presented his credentials to King 
Saud as of the end of the fortnight. 


END UNCLASSIFIED For the sador: 


G. E. Robert Meyer 
Second Secretary of Embassy 


cc: Dhahran 


cc: COMIDEASTFOR (via Dhahran) 


Dept. please pass London, Aden, Tehran, Karachi, 
ivhacts » Kuwait and Arab Caps. 
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Assam Pasha informed Mr. Rountree that he had that morning seen Secretary 
of the Treasury Anderson and had given Mr. Anderson an aide memoire on Saudi 


Arabia's economic problems. This had made brief mention of (1) stabili- 


zation; (2) surplus food requirements; (3) Lend-Lease silver; and (4) the 
possibility of postponing payments on oredit extended for arms purchases. 
Assam said that the memorandum also suggested the possibility of providing 
second-hand military equipment to Saudi Arabia from U.S. depots in Europe. 


Mr. Rountree said that the Department would undoubtedly be in touch with 
Mr. Andersen on these problems. Messages had been sent to Ambassador Heath 
seeking information on the basic facts and informing Ambassador Heath that 
Zaki Saad might wish to review with him some of these problems. 


PA 


Assam asked whether his suggestion that Saudi Arabia might cut dow the 


a 
4 
cost of its army by purchasing second-hand equipment had merit. Assam also 


asked whether any form of Lend-Lease arms assistance was still possible. 
Mr. Rountree replied that there was ‘no longer a Lend-Lease program. There 
were now only two ways in which a country could obtain arms from the United 


States. They could either pay cash with or without credit or they could ob- 
tain arms on a grant basis through a Mutual Defense Assistance emant. 
Assam commented that he did not believe the Saudis would wish tow MDA 


agreement at this time. 





bo 
iv en 
Mr. Newsom also explained that there was no source of arms Pig 
United States Government other than from the sources of supply which 
the Saudi Arabian Government was now receiving its equipment. He explained 
that the United: States felt an obligation to itself and te the recipient 

country to make certain that all equipment was in good working condition. 


” Te the. . 
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If the United States sold something as scrap, the regulations required that 

it be gemaine scrap broken up and demilitearised before sale. Mr. Newsom 

added that the price of equipment, however, depended upon the age, amount 

of use, obsolescence, and general condition. Frequently prices went down 
after an order was placed and Saudi Arabia was given the benefit of the re- 
duetion. There was no equipment available other than that provided normally 
through the sales program and genuine scrap. There was always the possibility, 
however, that certain items of equipment required by military establishments 
could be obtained more cheaply on the open market. 


Assam raised the question of the possible deferment of payments ‘on cre- 
dit extended for the purchase of military equipment. Mr. Rountree said that 
this would be very difficult in view of the congressional requirements and of 
the reluctance to create a precedent. Assam asked whether it might not be 
possible for the United States to lend money to Saudi Arabia which could be 
used to meet the payments on the military equipment, but which would not have 
to be paid off by Saudi Arabia for at least a year. 


Assam also raised the question of the Lend-Lease silver obligation. He 
pointed out that Saudi Arabia had not expected that this would have to be re- 
paid and also pointed out that there was a general movement of silver out of 
Saudi Arabia which would make it particutatiy difficult for the Government 
to meet this requirement at this time. Mr. Newsom pointed out that the most 
pressing immediate need was for Saudi Arabia to agree on a procedure for re- 
payment. He said ‘that he understood that repayment might be made over a 
period of time, but pointed out that the Department had an obligation to re- 
port to the Congress that arrangements had been made with the various countries 
involved for the,repayment. Mr. Rountree said that he believed that Saudi 
Arabia was now the only country which had not made some arrangement on this 
matter. He pointed out that both India and Pakistan recently moved to re- 
pay their shares. 
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I The Setting: Petroleum, Princes and Social Changeescccccccseee 2 


by +a 
E 
Il Evolution of the Financial Crh sh Ga ces neces eves ene ueescsecoese 3 Bg 


III Changing Conditions in the Petroleum Industry: 


Aramco Explorationecccccccccccccccsccscccccscccccsccece 
Saudi Arabian-Aramco Relations: 


1) PolicYscccccccccccccccccccccccccccccccccccces 


5 Aramco Producti Olle o0.6 6.6:0.40 0066.06 0.0 60ees 0 ed00 Sec cwseeeee 5 
6 


7 
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SECTION I 
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THE SETTING: PETROLEUM, PRINCES AND SOCIAL CHANGE 


Vast petroleum resources and large foreign exchange income have brought 
both blessings and troubles to the land and the people of Saudi Arabia. It 
is a country of contrast, a traditional feudal society attempting to cope 
with the technology and responsibilities of a modern state. “quandering of 
the wealth derived from oil over several years, accentuated by the unexpected 
loss of income when oil shipments were curtailed at the time of Suez, has 
posed for those in authority, an urgent problem. Future petroleum income 
must be honestly and effectively managed to restore economic stability. If 
this is not accomplished the present regime will be faced with growing dis- 
content which may in time be translated into political opposition. 


As serious economic difficulties plague the Kingdom, encouraging plans 
are being developed to implement an austerity budget and institute efficient 
management of the financial affairs of the country. Two advisors of the 
International Monetary Fund have been preparing a blueprint of reform measures 
to guide the Government. Curtailment of extravagant and unproductive 
expenditures by a small segment of the population and replacement of personal 
aggrandizement of Government officials and princelings with long-range economic 
planning which will benefit all segments of the population are envisaged. If 
professed objectives are achieved Saudi Arabia could evolve peacefully and 
benefit fully from its petroleum wealth. The enhanced position of Crown 
Prince Faisal during the past few weeks may be the key to future economic 
stability for financial reform is one of the first orders of business of the 
reorganized Goverment. 


It may be noted here that the Arabian American Oil Company has followed 
an enlightened policy of making its commercial operations, through community 
and technical assistance to Saudi employees of the company and private business 
interests, serve the economic and social modernization of the country. Yet 
Aramco efforts are circumscribed and necessarily limited within the context 
of a business enterprise. If more rapid and orderly development is to be 
achieved United States Government and other free world support must be in- 
creased in the fields of education, sanitation and health, agriculture, public 
works and the development of natural resources, where limited guidance is 
evident today, and where Saudi Arabia is making little provision because of 
lack of capital. To assist Saudi Arabia is a formidable problem for there 
exists both a resistance to outside advisors and a fear of impingement on 
Royal prerogative. However, it is encouraging to note the recent receptivity 
to IMF counsel on the financial situation, although only when the situation 
became critical. This IMF example, if successful, could open the doors for 
an expansion of technical assistance. 


SECTION II 
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EVOLUTION OF THE FINANCIAL CRISIS 


The Suez crisis resulted in lower oil reveme for Saudi Arabia and 
increased expenditures for political purposes. Aggravated by the long- 
standing practice of the Government of spending in excess of income, the 
period since October, 1956 has. been one of increasing financial straine 
The danger of financial crisis, and current efforts to arrest this danger 
with the guidance of IMF advisors, various pressures brought to bear on 
the Arabian American Oil Company for a greater share of oil profits, and 
the signing of a concession agreement with the Japanese for Neutral Zone 
petroleum exploitation, have highlighted economic events in Saudi Arabia 
since Suez and will dominate the economic scene for the immediate future. 


Without effective administrative and f cial controls the economy 
weakened progresSivély during 1957 and a stea preqiation of the currency 
took place. As expenditures exceeded income, the Government resorted to 
restricting issuance of official exchange to the private sector through a 
series of import and currency decrees rather than attempting to correct the 
situation by reducing Government outlays. As scarcities developed in this 
virtually total import economy, the pressure of unsatisfied demand was 
reflected in ascending prices. Real wages fell, and the business and banking 
communities and the consumers in the cities became increasingly restive. 


The Government increased its efforts to secure larger income in 
negotiations with Aramco during 1957. Aramco was requested to expand 
exploration and marketing activities even in the face of declining world 
petroleum demand. A dispute over transit profits on petrolew products 
passing through Tapline to Sidon resulted in an impasse and the case has gone 
to arbitration. Personal income taxes were imposed on Aramco employees and 
are being paid under protest. While these efforts to secure a greater share 
_ of Aramco's petrolewh profits went forward the Goverrment requested accelera- 
tion of revenue tax payments and resorted to borrowing from Aramco at a 
greater rate to meet obligations. These inroads into petroleum income re- 
sulted in a further depletior in the effective monetary reserves of the 
country. Aramco advanced payments permitted the Government to meet monthly 
obligations and thus postponed a decision to arrest the disastrous deficit 
spending trend for many months. ; 


Other danger signals became increasingly apparent and the countries 
international commercial and financial reputation deteriorated steadily. 
Reserves of the Saudi Arabian Monetary Agency (SAMA) fell to less than 20% 
of the 600 million riyals in circulation. Government overdrafts began to 
appear in international transactions. As 1957 came to a close the Government 
experienced great difficulty in meeting even monthly obligations to the 
commercial sector. Allocations of foreign exchange to the commercial sector 
fell behind schedule each month. The need for limiting expenditures became 


a matter 
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a matter of increasing urgency. At this juncture,two advisors from the IM, 
to which Saudi Arabia had become a signatory during August of 1957, were 
invited by the Government to visit Saudi Arabia to make a comprehensive 
examination of the economy and recommend measurés to arrest the draft toward 
bankruptcy. After several months of deliberation, these advisors submitted 
a report to the King recommending strict financial controls, a new budget 
limiting expenses so that debts could be retired in an orderly fashion, and 
methods whereby currency stabilization could be achieved. 


The apparent determination of the King to correct the dangerous trend 
toward financial insolvency resulted in decrees implementing several of the 
recommendations of the IMF advisors. An austerity budget and a revision 
of the by-laws of the SAMA, designed to give greater authority to this 
institution which functions as a central bank, were promulgated during 
Jamary of 1958. Other corrective measures are now being developed to permit 
debt consolidation, better management and strengthening of the currency. 

The new role of Prince Faisal in the Government has been interpreted as a 
further indication of the awareness of the Goverment of the need for reform 
.and may, indeed, have been a major factor in the delegation of considerable 
authority to the Crown Prince. The decree issued on March 22, 1957 outlining 
the authorities of Prince Faisal, specifically singled out financial reform as 
a priority order of business. Under his leadership, the IMF advisors are 
pressing for rapid implementation of their plans. 


Riyal value of, imports in 1957 was the highest in history despite 
stringent import restrictions. ,The heavy pressure of demand, accentuated by 
foreign exchange grr gr gre an na hg ee Pe ail gf ws 
riyal during 1957. refore yf Ag ia 
less than that of 1966: °° dt bd thd dda abl (4 BY eked Hid 
LEROY (WHEW /ieY /E/MAAG- For psychological reasons, primarily 
anticipation of rem inancial action by the Government, the riyal ™ 
strengthened at rig end ope 1957. This trend has not persisted because . 
confidence in the Govermment's ability to implement an austerity budget and 
other reforms is questioned in the business commmity. If plans of the IMF . 
advisors for currency stabilization should be effectively implemented, a 
gradual return of the riyal to parity may be expected. . 


During 1957 Saudi Arabia's production of petroleum increased only 0.6% 
over the previous year and 1958 production estimates are being revised 
downward by Aramco during the first four months of 1958, An inventory glut 
abbeted by declining industrial activity in Europe and the Western Hemisphere 
make reduced petroleum income for Saudi Arabia likely during 1958 and budget 
projections should be predicated upon lower income. The IMF advisors to the 
Government are well aware of this change in oil markets and are advising a 
reduced income figure in the budget for the next fiscal year. 


Negotiations were 
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Negotiations were concluded on December 10, 1957 between the Japanese 
Petroleum Company and the Saudi Arabian Government for an oil concession 
in the Saudi Arabian undivided one-half interest of the Kuwait Neutral 
Zonee The Government hopes that this concession will provide an 
additional source of foreign exchange earnings. The agreement has given 
rise to much speculation on the future fate of concessions not only in 
Saudi Arabia but throughout the Middle East. [Existing arrangements 
have traditionally provided for an even split of profits earned from the 
sale of oil within the country. The Japanese concession offers Saudi 
Arabia not only 56% of profits, but applies it through all transit, refining 
and retail phases. Equally important is the provision in the agreement 
providing for Saudi Arabia's particip: tion in the management of the venture. 
The Government of Saudi Arabia hopes this agreement will serve as a model 
in future negotiations and portend changes in present concession arrangements 
in favor of the Government. The trend toward greater participation of the 
Government in petroleum affairs appears inevitable. . Aramco, along with 
other Western oil companies in the Middle East, faces the prospect of 
constant pressure for increasing the Government's share of the profits 
and demands for greater Government participation in company operations. 


SECTION III 
CHANGING CONDITIONS IN THE PETROLEUM INDUSTRY 


Petroleum is the most abundant and most valuable of Saudi Arabia's 
natural resources. The reserves of oil hidden in the Kingdom's soil are 
so vast that twenty years of intensive exploration indicates a future 
development as notable as that already achieved. The nation's oil potential 
has been developed by the Arabian American Oil Company, which in 1933 was 
granted a concession to explore and develop the oil resources of a section 
which embraces approximately ),00,000 square miles of eastern Saudi Arabia. 
The development has been swift, and it has been tremendous. 


a) Aramco Production: ; 
The present high production rate has actually been achieved in a brief 

ten yearse Although exploration was begun shortly after the concession 

was granted, it was five years before oil in commercial quantities was 

actually discovered in 1938; the outbreak of World War II in the following 

year imposed another long delay on the Saudi Arabian oil explorations. 

The company's full development programs was begun in 19}); and achieved a 

)5-fold increase in production by 1957. This constitutes a feat of 

industrial expansion seldom equalled in the history of any nation. 


® Aramco produced 362,121,179 barrels of crude oil in 1957, or an average 
of 992,11) barrels a day. This was an increase of.only 0.6% over 1956 as 
compared with Kuwait's 1957 advance of }.3% over the previous year. These 


figures reflect 
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figures reflect the general trend in the Middle Fast to cut back production. 
A Middle East production increase of only 2.7% over 1956 was the smallest 
advance made since 19);2. Since World War II the average annual rate had 
been 17. The 


Reduced ‘output reflects the general problem of over-supply which has 
developed due to relatively warm weather in consumer countries during the 
last quarter of 1957, large stock-piling and a decline in industrial 
activities. These conditions have weakened the price structure. The 
United States industry is attempting to arrest the price decline by reducing 
production and curbing imports on a voluntary basis. Should the industry 
in the United States impose too severe a quota system on imports to protect 
domestic producers and prices,output in Saudi Arabia is likely to drop. 
Signs of less demand for Middle East oil is becoming apparent in production 
during the first months of 1958 Original 1958 estimateswere approximately 
1, 200, 000° barrels al day whereas current estimates are now around 1,100,000 
barrels per day. ramco officials believe further revisions downward may 
be necessary as the year progresses. 


Long-range prospects for increases in Arabia's production and sale of 
oil are clouded by a number of new conditions which are now developing in 
the petroleum industry. In the future additional oil will be competing for 
a limited market as ppd new independent competitors become established. 

A number of oil companies have been visiting Saudi Arabia to investigate 
possibilities of securing concessions. Their interest has been quickened by 
the successful strike at Khurais on the western fringe of the Aramco 
concessione This strike indicates oil in commercial quantities may exist 

in the Preferential Zone around Riyadh. It is significant that representa- 
tives of several American refining companies have also visited Riyadh and 
Jidda recently to investigate concession possibilities. Visits of officials 
of marketing companies to Saudi Arabia illustrates the trend in the 
petroleum industry toward integrated operations from the oil well to the 
retail outlet. 


b) Aramco Exploration: 


Aramco exploration activities resulted in the development of two new 
fields in 1957, one at Manifa in the off-shore area on the Persian Gulf, 
and the other at Khurais on the western edge of the concession. Seismac 
parties continued structural drilling and gravity-magnetic investigations 
in the Rub 'al-Khali (the Hnpty Quarter). As 1957 ended, the crude oil 
reserves of Saudi Arabia were estimated at },5,000,000 barrels, or 19% of 
free world reserves. Only Kuwait, where exploitation has been intense in 
a much more restricted area, excels these reserves, with proven reserves 
of 60,000,000 barrels, or 25% of the world's total. 


Aramco er 17 wells during 1957 and estimates about 20 wells 
would be completed during 1958. 


c) Saudi Arabian- 
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c) Saudi Arabian-Aramco Relations: 


1) Policy: 


Shaikh Abdullah Tariki, Director of the Office of Petroleum 
Affairs, wishes Aramco to become an integrated company on a 
world-wide basis handling its own transportation, refining and 
distribution. Furthermore, Shaikh Abdullah wants Aramco to 
post its own prices for crude oil and refined products and begin 
making FOB export sales on its own, directly, and independently 
of its owner companies. Aramco adamantly refuses, because it 
does not wish to compete against its parent companies, Jersey 
Standard, The Texas Company, California Standard and Socony, in 
world markets. Differences of opinion between the Government 
and Aramco have lead to intermittent and unsuccessful discussions 
related to the manner in which oil is trarsported and sold. 
Refining fees, incentive discounts off posted prices, marketing 
allocations and Tapline operations as presently conducted by 
Aramco effect methods of computing the Government's 50% share of 
the profit. In each case, the Government does not feel the 
company is giving a full half share to the Government. 


Aramco has suggested in discussions with Saudi officials 
that incentive discounts off posted prices be given to the 
owners of Aramco loading crude at Ras Tamura and Sidon. This 
would be the same incentive discount for crude purchases above 
a certain figure which oil companies receive in adjoining and 
competing Persian Gulf concessions. Alternatively, Aramco has 
proposed a "trading company" method of sale. Trading companies 
are designed to handle sales of the four parent company shares 
of the joint production in Arabia on a strictly individual 
basis. Saudi Arabia's 50% of the profits would be based on 
the actual FOB market realizations of the parent companies 
which would, according to Aramco, increase in a competitive 
climate. Shaikh Abdullah has rejected both proposals saying 
Aramco can give the necessary discounts when it is ready to 
engage in direct sales of its own but not when it is delivering 
to owner companies. The Government's attitude, as reflected 
in the views of Shaikh Abdullah, are not based solely on economic 
considerations as obviously short-run agreement with Aramco 
would lead to larger incomee Psychological and political 
factors are considerations as the Govermment and its representa- 
tives attempt to gain equal stature in the complex world o 
oil. The reluctance of Shaikh Abdullah and other officia 
of the Government to be swayed by economic arguments, believed 
meritorious by Aramco, leads to an Aramco attitude, in the 
words of one *ramco executive, of a diabetic who must learn to 
live with insulin. 


The Government 
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The Government is convinced that there has been and still 
is a desire on the part of Aramco and its owners to limit 
Aramco's functions to simple production rather than to have 
the company evolve into a fully integrated oil.company within 
the spirit of Article I of the Concession Agreement. The 
Govermment contends trading companies are designed to avoid 
U.S. anti-trust laws by establishing headquarters in foreign 
countries. Income tax advantages from such organizations 
would accrue solely to Aramco owners. Government suggestions 
that trading company*s headquarters be established in Saudi 
Arabia have met with no enthusiasm from Aramcoe The issue of 
trading companies remains unresolved at this time based on 
Shaikh Abdullah Tariki's convictions that Aramco's proposals 
for introducing trading companies, or incentive discounts to 
off-takers, would somehow prevent direct marketing by Aramco 
in an integrated system. This is, of course, an objective of 
the recently concluded Japanese-Saudi Arabian Concession 
Agreement, which Shaikh Abdullah Tarild considers a model. 


Extended discussions during 1957 between Aramco and the 
Government over disputed retroactive tax claims on profits, 
allegedly made on sales of oil at Tapline's Sidon terminal, 
ended in failure. On November 3, 1957 the Government declared 
the company delinquent on an estimated $103,000,000 in taxes 
and subject to penalties of over $30,000,000 to that date. 
Arbitration teams are now being named for what could be a 
long and acrimonious arbitration which, irrespective of the 
decision, will certainly not improve company-Goverment 
relations. The arbitration must resolve the legal problem 
of ownership of the oil. The Government's conviction is that 
it should share Aramco's profit until it sells its oil. If 
Aramco admits ownership to Sidon the Government believes it is 
entitled to participation in the full profits from Aramco 
selling prices at Sidon. If, however, ownership changes at 
the point where Tapline operators take over from Aramco in 
Saudi Arabia at the Qatsummhoh pumping station, there is no 
participation in profits. . Discussions of Aramco and Saudi 
officials and IMF advisors during the first months of 1958 
on possible ways to assist the Govermment's current effort 
to institute financial reforms, inevitably involves discussions 
of income from transit of oil through Tapline and trading 
companies. The Embassy believes, based on reports of these 
discussions, that some arrangements might well be made during 
the year between the company and the Government which would 
resolve the Sidon dispute without resort to arbitration and 
approve the company's trading company proposal. ‘Should 
solutions be found to these questions the company might also 
be more receptive to the Government's request for assistance 


a : ee in the 
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in the austerity budget program. This program, under the 
aegis of IMF advisors, calls for a surplus budget, debt 
consolidation and scheduled debt retirement and currency 
stabilization. These programs, in the opinion of the 
Government, require the support of Aramco in more liberal 
tax acceleration and assignment policies. 


2) Financial: 


Limited or declining oil production is anticipated during 
1958. Sales will also be substantial in non-dollar currency 
areas. These two factors must be taken into consideration by 
the Government in plannihg the budget for the next fiscal 
period. Aramco's original 1958 estimate of production was 
approximately 1,200,000 barrels per day, whereas current 
estimates are now around 1,100,000 barrels per day. The 
company may have to make further revisions downward as the 
year progresses unless there is a radical reversal in market 
conditions. 


IMF advisors to the Saudi Government have expressed 
concern over the receipt of non-dollar currency, in particular 
Sterling. While admitting that strong fiscal management is 
the essential problem in any reform program, they feel large 
non-dollar currency receipts will be a deterrent to restoration 
of a strong currency. These advisors seem to feel that currency 
stabilization based on strong reserve backing for the currency 
must be in dollars, Swiss Francs or gold, and not in currencies 
which might depreciate in value during the period they are held 
as backing. The Aramco position is that in 198 and 19)9 they 
were faced with a possible substitition for Sterling oil for 
dollar oil and the company's marketing affiliates managed to 
work out arrangements whereby they could sell oil for Sterling. 
if Aramco would not agree to accept Sterling a lucrative market 
would be lost, for insistence on dollar payment would make 
dollar-short countries band together and work out. substitute 
non=dollar oil purchasing agreements. While admitting that 
this could not be accomplished overnight, Aramco believes insistence 
on dollar payment would provide the impetus for additional 
investments by sterling producers to increase production to the 
level where they could supply sterling oil at the expense of 
dollar oil. 


3) Technical: 

The Government continues to express concern with Aramco's 
operating procedures which Saudi officials contend lead to waste. 
Petroleum consultants employed by the Government have urged — 


the Government 
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the Government to employ top-flight reservoir engineers to 
investigate, work with, examine and review Aramco development, 
programs to best protect Saudi Arabian interests. Such experts 
could make recommendations to prevent excessively rapid rates 
of withdrawal, by requiring water and gas injection to maintain 
field pressures. Aramco has an extensive program now in 
operation to conserve petroleum resources, but in the view of 
consultants employed by the Government to examine the progress 
made by Aramco, protection of the fields has not been adequate. 
Up to this time no reservoir engineer has been engaged but it 
is understood that the Office of Petroleum Affairs is screening 
applicants at the present time. 


a) Japanese-Saudi Arabian Concession Agreement: 


The Japanese-Saudi Arabian petroleum concession negotiations culminated 
on December 10, 1957 in the signing of a concession agreement which may lead 
to major repercussions throughout the oil world. The concession authorizes 
exploitation in the-off-shore area beyond territorial waters of the neutral 
zone, over the whole of which the Ruter of Saudi Arabia and the Ruler of 
Kuwait have an undivided half-interest. For practical purposes it is 
necessary that the Ruler of Kuwait should grant rights over his undivided 
half-interest before the agreement can become operable. The Japanese wish 
to conclude an agreement with Kuwait but meanwhile other oil concerns 
including Shell and the U.S. concern, Hunt International, are also negotiating 
with the Ruler seeking a concessiogne The final outcome is uncertain, but 
the terms of the Japanese-Saudi Agreement as it stands at present reveal 
features which are novel and some of which suggest that the Japanese, with 
no experience in these matters, have been very competent negotiatorse 


Briefly, the Japanese Petroleum Company will be granted an exclusive 
exploration litense for two years, which may be extended for a further two 
years during which the company must drill to a depth of at least 10,000 feet. 
If oil is not discovered before reaching this depth, an additional extension 
of six months may be made to enable promising drilling under way to be 
completede On discovery of oil in commercial quantities an exploitation 
lease will be granted for )\O years, and at least two rigs must then be 
maintained in use. An annual Yental of U.S. $123 million is payable in 
advance and on discovery a further total sum at the rate of }1 million a 
year from the effective date of the agreement until the date of discovery. 


As soon as crude oil production averages 30,000 b/d over 90 days, the 
company must construct within two years a refinery in Saudi Arabia, and when 
production averages 75,000 b/d for 90 days, it must construct within two 
years further refining capacity of not less than 30 per cent of production. 
All possible highly priced products must be manufactured. Also a plant 


must be 
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must be established for the manufacture of petrochemicals from natural gase 
All excess natural gas beyond that utilized by the company is the sold 
property of the Govermmente 


At the third anniversary of the discovery of oil in commercial quantities 
and every five years thereafter, the company shall relinquish 20 percent of 
any unexploited area to which the agreement refers. The company may 
relinquish the whole agreement at any time on giving notice, of 60 days in 
the exploration period, and of 180 days in the exploitation period. Any 
dispute concerning the agreement is subject to arbitration and in default of 
agreement on the appointment of a referee for the arbitrators, the President 
of the Permanent Court of International Justice is to appoint one. The 
company renounces any right of diplomatie recourse’regarding any matter of 
rights under the agreemente 


The agreement is characterized by several features meriting special 
remark. One is that the company will operate as an integrated oil enterprise, 
and carry out production, refining, transportation and marketing, and that 
the Saudi Arabian share of profits will extend to all these operations. 

But as the posting of prices at export points is envisaged in the agreement, 
it is apparently intended that some part of the production will be sold 

to third parties. The second feature is that in addition to the rental 
payments the Govermment will receive a royalty of 20 percent and will levy 
taxes to that receipts from royalty and taxes will be equivalent to 56 
percent of the company's net income from all phases of operations inside and 
outside of Saudi Arabia, with a guaranteed minimum royalty of U.S. $22 million 
a yeare Payments are to be made in U.S. dollars or other currency selected 
by the Saudi Government. 


A third feature is that after discovery of oil in commercial quantities 
any company to whom the concession is assigned must offer the Saudi 
Government for cash, shares of its capital stock to the extent of 20 percent 
of the initial and subsequent paid-up capital at issued value, which the 
Government may take up itself or for Saudi Arabian subjects. The Government 
may nominate one-third of the Board of Directors. In the event of the 
company acquiring a concession from the Shaikh of Kuwait the above 
proportions would be halved. The management of the company must be in 
Saudi Arabia and the books kept there. No rights under the agreement shall 
be acquired by a foreign government or by any entity dependent on such nor may 
these be admitted as shareholders.(This contrasts sharply with Persia's 
grant to the Italian state entity AGIP.) The company is committed to the 
expenses of salaries, buildings, living quarters, mosques and so forth for 
all guards, police, customs or quarantine officials, health department, 
postal services and other services which the Government may choose to appoint 
to the areas Inside Saudi Arabia and the Concession Area, Saudis must be 
employed to a minimm of 70 percent of employees and labor, and outside of 
Saudi Arabia to 30 percent. If not available, preference will be given to 
citizens of Arab states members of the Arab League, or other Arab states, 


and of other 
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and of other friendly states, in that order. In purchasing goods and 
materials preference must be given to Saudi Arabia and other Arab countries 
and there is a prohibition against the Japanese company buying materials 
from countries which are unfriendly to Saudi Arabia. In case the Company's 
own tankers are not sufficient, preference in the hire of tankers must be 
given to Saudi-owned vessels. 


A further feature is that the Japanese negotiators seem to have accepted, 
without realizing their implications in practice, a number of onerous 
obligations which most oil companies would regard as quite unworkable and 
incompatible with managerial responsibility. For example, selling prices 
(posted prices must not be lower than other Persian Gulf prices for similar 
crude), must be agreed upon with the Government and the Government must be 
consulted at every stage of the whole operation, even apparently including 
the marketing arrangements; the number of barrels to be produced from each 
well or field mst be the+subject of consultation and all expenses and 
purchases of the company must be supervised and examined by a committee 
composed of equal numbers of Government and company representatives. 


Only very great eagerness on the part of the Japanese private interests 
concerned to gain a stake somehow, somewhere in the Middle East could have 
led them to accept some of the foregoing conditions. The Saudi Arabian 
Government is pleased with the seemingly attractive terms which it has been 
able to extract from the Japanese groupe The ultimate test of their 
attractiveness rests, however, on the rate of profit per ton and the volume 
of oil disposed of. It should be noted that the group does not include any 
Japanese oil concerns; it is made up of about 60 various concerns, including 
large consumers of oil such as steel and electricity companies and 
industrialists, and also banks, insurance companies and individuals. 


If this agreement were to become effective, will it lead to a review in 
other countries of payments under concession agreements where such revision 
is provided for? Not necessarily. It must first becseen if any oil is 
found and what profits there will be to divide. 


e) Conclusion: 


The petroleum holdings of Aramco are the largest United States controlled 
foreign reserves of the most efficient source of energy yet developed. The 
_ importance of petroleum and the eminence of Saudi Arabia as a source of 
supply make the stability of this area a paramount concern of United States 
policy from a political, economic and military standpoint. Because of the 
importance of oil, holders of concessions such as Aramco gre involved in 
relationships which transcend merely commercial activi « Ninety percent 
of the Saudi Government's revenue is derived from Aramco. The desire of the 
Government to secure greater revenues will lead, as it has during the 
period under review, to increasing pressures on Aramco to expand production, 
utilize by-products more extensively, conserve the fields, modify arrangements 


by which 
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by which crude oil is sold to the advantage of the Government, and attempts 
on the part of the Government to secure greater participation in all stages 
of oil exploitation from the well to the retail outlet. At this juncture, 
great disparity exists betwéen Government and company policies on all of these 
major issueSse 


A fundamental question between Aramco and Saudi Arabia is how long the 
present division of profits remains unchanged. Aramco will probably have 
to accept a reduced share of the profits eventually to assure a steady flow 
of oil to the West at a reasonable price and to assure political and 
economic stability, although its concession agreement with Saudi Arabia 
gives the company every legal right to continue the present arrangements. 
' Saudi Arabia is at the center of an unstable region in the throes of rapid 
economic, political and cultural changes Therefore, control of the petroleum 
resources of this region will be constantly in danger. These factors make a 
continuing assessment of United States Government oil policies on non- 
engagement or non-interference in the oil dealings of private companies 
desirable. 


SECTION IV 
CURRENT STATUS OF THE ECONOMY 


It is important to realize that the economic difficulties of Saudi 
Arabia are short-term in nature. They arise primarily from the Government's 
inability to coordinate properly its short-term obligations with its 
current incomee If short-term obligations could be funded and handled on 
a long-term debt basis under good management, many of the problems of the 
country would disappear. Over the long run the economy is fundamentally 
sound, given sustained petroleum production and the maintenance of an 
equitable price for petroleum products. 


The financial difficulties of the Kingdom, caused by spending more 
money than is earned, has been highlighted in Section II above. As a result 
of these difficulties it would appear that the Royal Family has learned a 
valuable lesson and is now willing to adopt an austerity budget and efficient 
management of the economy. This section will attempt to point out the 
major problems which confront those attempting to restore the economy to 
economic health. 


a) Implications of Currency Depreciation: 


For several years prior to the summer of 1956 the Saudi Riyal was a 
reasonably strong, stable currency. There were temporary exchange shortages, 
but they were not sufficiently severe to constitute a serious problem. An 
indication of this was a small margin between the open market value of the 
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riyal and the official value. In the spring of 1956, however, the exchange 
shortages became more marked and by August of 1956 the open market value of 

the riyal moved above }; to $1.00 for the first timee In October, when the 

Suez Crisis began, the. open market value of the riyal reached roughly 25 

to $1.00 and by the end of the year nearly }.5 to $1.00. The depreciation 
continued during 1957, the riyal rising steadily to 5.30 to $1.00 in November. 
A brief flury of optimism in November, following the news of the arrival 
inRiyadh of a mission from the International Monetary Fund, was quickly 
dissipated when no corrective measures were immediately taken. Indeed, the 
situation deteriorated further at year's end as the rate rose to 550, and 

for several days, based on temporary shortages in the Eastern Province, to 

the record level of 6 to $1.00. During the first months of 1958 the riyal 

has been skittish, between 5-30 and 5.50. The atmosphere is one of uncertainty, 
tempered by assurances from Government and leading banking institutions that 
concrete reform measures would be forthcoming shortly. The public continues 

to believe the initial efforts of the Government to correct the situation, 
namely the January announcement of an austerity budget and a decree designed 

to strengthen the Saudi Arabian Monetary Agency, are encouraging steps in 

the right direction but do not have any immediate impact on the situation. 


The basic cause of steady depreciation of the riyal is to be found ih 
the fiscal policy and practice of the Government. Income comes mainly from 
oil and the pilgrimage and is largely in the form of foreign exchange. If 
expenditures were limited strictly to current income, no difficulty need 
arise. * Indeed, premium rate foreign exchange is an indirect indication of 
over=-spending.and over=-investment in activities unproductive to the country. 


The dilemma for the private sector of the economy has been that the 
Government siphoned off a large part of foreign exchange income and reserves 
for political, Royal Family and Government Ministry purposes and at the same 
time denied adequate foreign exchange to the banks and merchants. At the 
same time money in circulation has risen over the past three years from 
375 million riyals to 600 million. With high riyal incomes, the public has 
been demanding imported commodities in excess of the capacity of the presént 
system to supply them. As a result, exchange has been short, the riyal has 
moved more and more to a discount, and this in turn has lead to capital 
flight as confidence disappeared, further depressing the riyal. 


Continued deterioration is not necessary or inevitable. The future of 


the riyal depends on enlightened Government fiscal policy, involving strict 
budgetary controls, and careful use of available foreign exchange. 


b) Restricted Foreign Exchange and Foreign Trade: 
Despite Government exchange control and licensing arrangements designed 


to conserve foreign exchange, heavy commercial imports have contimed to meet 
the needs of this totally independent import economy. According to customs 


reports, 
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reports, Saudi Arabia imported Saudi Riyals 926 million worth of merchandise 

in 1957, as compared to Saudi Riyal 86 million in 1956. The dollar value of 
these- imports, excluding Aramco imports, may be on the order of $211 million 

for 1956 and $208 million for 1957. The decrease in 1957 is minimal in view 

of current financial difficulties and import controls. 


Present Govermment foreign exchange regulations have contributed to 
an inflationary spiral. Limiting the supply of goods for sale through 
restriction on official foreign exchange allocations without also limiting 
the supply of domestic money in circulation has given impetus to free market 
imports and rising prices. With estimated foreign exchange income for 
1958 somewhat lower than 1957 it does not appear likely that expensive free 
market foreign exchange imports can be continued indefinitely at the present 
high level. ‘Either imports will be curtailed or the Government must make 
larger allotments of foreign exchange for commercial imports. A continued 
shortage of foreign exchange availability will have serious domestic 
repercussions on the construction program, on the value of the riyal, on 
prices, and, therefore, on wages, and finally on the overall standard of 
living. 


While restricting imports on one hand, the Government has attempted to 
increase receipts of foreign exchange by means other than reducing Government 
expenditures. These measures include: 


1) Progressive acceleration of Aramco tax payments, and 
borrowing against future tax receipts from Aramco through New York 
banks (assignments). Loans against future tax receipts have now 
reached the point where the Government is actually receiving payment 
for petroleum shipped by Aramco during the previous month. While 
gross payments from Aramco in 1957 totalled $323, 390,633 the 
Government actually received a net of only $193,799, 71 as loans 
were retired during the year. With reserves near zero and all 
effective income from Aramco now available to the Government via 
either the acceleration or assignment route on a virtually current 
basis, the Government has no alternative but restriction of 
expenditures or resort to further loans for which no collateral appears 
evident 


2) A series of new taxes and tax rates were decreed in October, 
1956. Several of these taxes, namely the increase in Moslem Zakat 
obligations and the introduction of the Jihad (Holy War) obligations 
were eventually rescinded during 1957, but automobile taxes and 
gasoline taxes have been retained. The increased emphasis on these 
non-hidden, income-type taxes have contribyted to the cost of living 
and have added pressure to wage increase demands, already hastened 
by the fall in the purchasing power of the riyal. 


3) The Ministry 
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3) The Ministry: of Finance applies constant pressure on the banks 
to extend additional foreign exchange credit to Saudi importers. The 
banks are by now extended beyond prudent limits of credit and continually 
express concern with the inability of the Government to progressively 
reduce the sizeable commercial arreara,«s on schedule. 


These steps are not adequate. lo restrict the volumeof imports in 
an economy growing as fast as Saudi Arabia's would require an import 
licensing, and exchange control mechanism far more efficient than the 
Government could hope to establishe Too severe a reduction in imports 
would result in serious price inflation. It is extremely unlikely that 
the Government could institute any effective price control mechanism. 

It would appear necessary for the Government to reduce other expenditures 
and give preference to the commercial sector during the coming months. 


The International Monetary Fund advisors are cognizant of the need for 
larger allocations of foreign exchange to the commercial sector. They have 
suggested the following import programs for 1958: 


Imports by the public, to be increased from $120 million to $140 million 


Government Imports 72 million 
Remittances Abroad _60 million 
Total -------- $272 million 


This import program would relieve pressure on the economy generally and 
still allow for debt retirement and reconstitution of reservese Reduced 
Government imports: would require revision of military and construction programs 
and the detailed IMF recommendations on Government imports are awaited with 
interest. 


The prevailing shortage of dollar exchange has given Japanese and West 
German firms in particular an opportunity to cut into the traditional Saudi 
preference for U.S. goods and services. The more liberal credit terms and 
pricing arrangements offered by these suppliers has affected the competitive 
position of U.S. exporters. Exports from the U.S. declined about $7 million 
in 1957 over the previous year to $66.1 million. At the same time, U.S. 
petroleum imports from Saudi Arabia declined from $73.); million in 1956 to 
$39.0 million in 1957. 


c) The Austerity Budget: 


As an initial corrective measure. to place Saudi Arabia on a sound 
financial footing an austerity budget was proclaimed on Jamary 13, 1958 
for the period July 27, 1957 to July 17, 1958, corresponding to the Moslem 
year 1377. With a foreign debt in excess of $100 million and a large 
domestic debt, the Government was compelled to take action. This first 
budget published in three years estimated revermes of 1,500 million riyals 


and expenditures 
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and expenditures of 1, 375 million riyals, and stipulated that the surplus 
revemue of 125 million riyals would be applied to settlement of the foreign 
and domestic debts. 


On the income side, oil royalties and income taxes on petroleum 
corporations, the major source of income for Saudi Arabia, totalled 1,21 
million riyals, or $331 million in the budget. An estimated 91% of budgeted 
revenue comes from oil, income taxes and customse Overall, estimated revenues 
were realistic. 


Total budgeted expenditures were 21e);4 less than the previous two years. 
Unfortunately, the budget was only placed in operation in January, five 
months after the beginning of the fiscal period. Heavy Government disbursement 
prior to that date d the effectiveness of the budget. Recent reports 
on the enforcement of the budget and administrative controls established to 
assure adherence indicate savings have been made. However, the maghitude 
of the debt obligations and spending“the early months of the year make 
complete success in sucha short time impossible. Top priority is now being 
given to preparation of the budget for the next fiscal period beginning in 
July, 1958. The budget for the next period foresees lower Government oil 
income due to the world-wide decline in prices, accepts separation of Royal 
Family allotments from the general budget, and provides for strict management 
‘of expenditures. 


d) Other Financial Reform Measures: 


The International Monetary Fund advisors, Zaki Saad and Anwer Ali, are 
working on other financial reform measures to complement the austerity 
pudgete Obviously, everything camot be done simultaneously, and priority 
must be given either to the stabilization of the riyal or the reduction of 
external indebtedness. To secure riyal stabilization, the Saudi Arabian 
Monetary Agency must be permitted to reform the functions for which it has 
been established. These include maintenance of reserves, control and 
regulation of the banks, and acting as the sole fiscal agent for Government 
expenditures. Authority of the Saudi Arabian Monetary Agency has been 
gradually eroded over the past few years throughRoyal Family, Royal 
Counselor and Minister of Finance incursions into financial affairs, and 
measures designed to strengthen the agency and restrain usurption of agency 
powers, must receive the full support of the Government. If the conduct of 
fiscal affairs is not reformed, the International Monetary Fund advisors 
feel there will be no choice but to have a completely free riyal which will 
be permitted to seek its own level. 


To achieve currency stabilization, particularly in the light of possible 
reduced revemmes, external loans might be requested from either Aramco, the 
International Bank for Reconstruction and Development, or some foreign 
Government. The International Monetary Fund advisors do not wish to increase 


the external 





| LIMITED OFFICIAL USE | 





Page 18 of 














LIMITED OFFICIAL USE Encl. No. aes 
(Classification) ma alsa ai 


the external indebtedness of the country and would hope to restrict such 
borrowings to the absolute minimum necessary to institute fiscal reforms. 
The key to debt retirement and stabilization through reconstruction of 
reserves depends more on the ability of the Government to put its financial 
house in the hands of good managers. At this time, the debts of the past 
could be retired on a schedule basis and an increasing proportion of income 
could be allocated to necessary development projects. As it now stands, 

as reflected in a falling off of construction activities and insignificant 
allocations of funds for development in the present budget, few projects 
can be undertaken by the Government) itself in the immediate future. 


Financial reform must provide tangible benefits for the people of 
Saudi Arabia to avoid serious political consequences. 


SECTION V 
SOCIAL AND POLITICAL FACTORS AFFECTING ECONOMIC DEVELOPMENT 


Sudden introduction of the petroleum industry into the primitive desert 
community of Saudi Arabia has inevitably had far-reaching repercussions upon 
the economic and social life of the inhabitants. The employment of thousands 
of native workers in the oil fields and refineries has involved not only : 
their learning modern industrial techniques but it has also exposed them to 
western modes of living. The sudden increase in the revenues of the Kingdom 
has been accompanied by the development of modern air, rail and road systems, 
port development and large imports of industrial and consumer goodse Economic 
contact with the outside world has required the introduction of banks, foreign 
exchange and trading facilities on a scale unknown in the country a few 
years ago. The import of western ideas and technology have served also to 
create a schism in Saudi society between old-fashioned established interests -- 
the Royal Family, local chiefs, 'Ulama (holy men), bedowin nomads -- and the 
converts to the modern way of life. The division between the modernizers 
and the traditionalists more or less coincides with the division between 
the nationalists, who stand for closer union in the Arab World, and the 
particularists who have vested interest in maintaining the present partition 
of the Arab World into a number of separate states. If unification is one 
key to power and prestige in the. world for the Arabs, modernization is 
another, for modernization means the mastery of modern technology. This is 
the form that modernization will take in the case of Aramco's native employees. 
The desire to become strong and efficient is so intense that the nationalists 
and modernists will undoubtedly prevail in Saudi Arabia. 


The Saudi Arabian Government itself cannot do without the modern-minded 
technicians produced in the oil fields. There may be dislike and distrust 
of the workers new attitudes, and this distrust is strongly manifested in 
Government surveillance of laborf, prohibition of labor organizing activities, 


and the 
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and the severe punishment meated out in the several instances in recent 
years when labor has attempted to strike. Yet the Government could never 
think of liquidating the technicians. Without these employees Aramco 
could not operate, and the revenues derived from Aramco's production are 
the main source of the Government's powere To renounce this power would 
mean lost of not only an attractive material way of life, but loss of 
influence with the tribes and the military. So the Goverment will have 
to tolerate the modernizers, and this probably means giving in to them, 
step by step, until one day they come into powere 


The company can only gain if it persists in its established policy of 
making its commercial operation indirectly promote the Saudi ambition for 
equal status. Aramco has been intensifying its efforts to meet growing 
demand for community and industrial development. Technical assistance 
has been provided to the municipalities of Dammam, Riyadh and al-Khobar in 
_town planning, sanitation and water supply.e Private Saudi groups have been 
given advice and technical assistance in establishing power plants, a 
building materials industry, soft drinks, dry ice, a hospital and bus, 
truck, automobile and equipment enterprises. Active assistance is now being 
given to Saudis interested in development of a fishing industry, and various 
agricultural projects. Studies are being continually made in the Arabian 
Research Division of Aramco of other possible private enterprise which it 
might encourage Saudis to develope A loan plan has also been established 
to assist Saudi employees in building houses. Because of the high cost of 
property Aramco has also laid out subdivisions and provided utility services. 


The rapidity of social change caused by the oil industry has also posed 
challenges for Aramco which will require imaginative company policy in the 
future. Efforts must be made to integrate Saudi employees into the social 
life of the community as they advance in responsibility and salary. If social 
reward for success is withheld, the success may become a source of resentment. 
This is an unusually formidable problem in Saudi Arabia where language, 
religion, customs and the political distrust engendered by imperialism in 
the Middle East serve as barriers to understanding. Yet Aramco must work 
toward more intimate social relations with its Saudi employees if it is ‘to 
have. allies as tensions grow between conflicting traditionalists and modernists. 


FOR THE AMBASSADOR: 
G3 . D or ron 
William D. Toomey 
? | Second Secretary of Embassy 
Enclosures : 


1. Aramco Statistical Tables, one through nine. 
2. List of Embassy Despatches. 


cc: Dhahran 
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STATISTICAL DATA 


of Saudi Arabia does not publish statistical 
these conditions, the indices, payments schedules 
schedules of the Arabian American Oil Company 

to the Embassy in economic reporting. Current 
compliment this despatch are attached as follows: 


Indicators of Economic Activity in Saudi Arabia 


Estimated and Forecast Saudi Arab Government 
Foreign Exchange Receipts 


Estimated Minimum Foreign Exchange Required for 
Saudi Arabian Imports in 1958 (Aramco Excluded) 


Annual Tax Liabilities Due SAG Compared to 
Annual Cash Payments Received by SAG (Schedule I) 


SAG Borrowings Against Tax - Assignments 
(Schedule II) 


Repayments of Assignments (Schedule III) 


Tax Assignments Due 1958, Assigned Against 1957 
Tax Liabilities (Schedule IV) 


Tax Assignments Due 1959, Assigned Against 1958 
Tax Liabilities (Schedule IV) 


Payments to the Saudi Arab Government January 
Through December 1957 
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INDICATORS OF ECONOMIC ACTIVITY IN SAUDI ARABIA 


Indicator 1955 
Average free market dollar value of 
the Saudi riyal $e 2667 


Use of petroleum products, in 
thousands of barrels 2,096 


Imports, Ccelefe, excluding ARAMCO imports, 
in millions of dollars, estimated 191 


Imports into the Eastern Province, excluding 
ARAMCO imports, in thousands of 
long tons 217 
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TABLE II 
ESTIMATED AND FORECAST SAUDI ARAB GOVERNMENT 
FOREIGN EXCHANGE RECEIPTS 
ons oO e 
“ie Actual Forecast 
ARAMCO Royalities and Taxes 28603 28660 32508 
ARAMCO Loans - 3BeQ = 
Personal Income Taxes Paid in Dollars 
through ARAMCO 1.2 Rok 3e9 
Getty 011 Royalty Payment 3e2 6e7 9el 
Other __ 23 —_23 22h 
Sub Total 29)je0 335e1 3202 
less: 
Tx Assignments 8900 80.0 85.0 
SGRR and EXIM Deductions We2 702 Gel 
Oil to Egypt = 22e 6 e3 
ARAMCO Loan repayments - D0 16.9 
Sub Total 9602 12928 108 3 
Plus: 
New Borrowing 95-0 100.0 ¥ 
Haj Reodpts 2.0 le _Upo 
Sub Total 1320 Lye We0 
Net Available Cash 32028 Bide 3 27709 
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ESTIMATED MINIMUM FOREIGN EXCHANGE 
REQUIRED FOR Wace ARABLAN 


IMPORTS IN 
ons 
Estimate 

Minimum for 

Category Amount 1956 
Foodstuffs $ 8 $ 48 
Textiles 13 2h 
Vehicles and Machinery 36 66 
Pharmaceuticals, Tobacco, Confectionaries BE 12 
Construction Materials 1h 14 
Other Goods 34 lp 
Total coo coe coo coo $ 157 $ 2h 
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ispaynenite Against Tex Asal gimente 
Total Tax 
For the Year 1957 1958 LIdiebility Paid 
Total Tax Liability ® 
amounted. to? 199 51:57, 387296 212,719 ,000 (Este) 

Payments effected 

were applicable against 

liability of: 

 gss 12,7230 39683 . 192,742, 371.83 
1956 _. * 73,577,5)13000 (a) 125,879,97).96 199 457, 387696 
1957 77 5969 , 668.00 33,692,58e00  1133662,252.00 

Total Cash Payments 

received by SAG were: 216, DO 452.83 LO 3,849 , 642.96 33,692, 58)je00 


(a) Includes $192,),13 equivalent of French Francs paid Nove 1956 against January, 1957 installmente 


Tp RED 70 ANNUAL CASH, PAYMENTS IBCELVED BY SAG (Schedule I) 











Assignments applicable 
against Tax Liability 


of Year: 


Per Schedule I this 
tax liability totaled: 


— SAG Received Funds in: 








a 
a) 1956 
Bi 
m3 
se 
Be aos 
f 
I 
= 
1958 


February 


TOTAL AMOUNTS ASSIGNED 


TABLE V 


SAG BORROWINGS AGAINST TAX — ASSIGNMENTS 


As o 


1956 


199 ),57 5387.96 


100 ,000 ,000 


ebruary 19, 9 


1957 


212,719 ,000 (Est.) 


lp ,000 ,000 
20 ,000 ,000 
25,000 ,000 


85,000 ,000 


15,000 ,000 
15,000 ,000 


Y/ Initial assignments payable on February 15 and March 15. Repayable in 1959. 


(Schedule II) 


Total Cash SAG 


Received from 
Assignments in 


Year 


03,088,000 
sob 8B oo 


(1958) 
15,000 ,000 
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REPAYMENTS OF ASSIGNMENTS (Schedule ITI 
Page 1) 


Assignments Applicable 
to Year: 1950 1951 1952 1953 
Totaling: 36,348,903 25,000,000, 19,000,000 20,000,000 
Were Repaid by ARAMCO 











int 
1951 36 5 348 90 3 
1952 25,000 000 3,000 ,000 
1953 16,000 ,000 8,000 ,000 
195), 12,000 ,000 
Total Repayments 365 348,903 25,000,000 19,000,000 20,000,000 


(continued on next page) 





Assignments Applicable 
to Year: 


Totaling: 


Were Repaid by ARAMCO 
in: 


195 

1955 

1956 

1957 

1958 
fotal Repayments 
Total Unpaid 
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REPAYMENTS OF ASSIGNMENTS (con! td) 


154 8 8=8=1955 = 08 


445,000 ,000 89,000,000 100 ,000 ,000 


8 ,000 ,000 
37,000 ,000 20,000 ,000 
69,000,000 20,000,000 
80 ,000 ,000 








45,000 ,000 89,000,000 100,000,000 
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1957 1958 


85,000 ,000 15,000,000 


| 


14,000 ,000 


71,000 ,000 15,000 ,000 


(Schedule IV( 
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La 


12691/2 6/18/7 





12692/2 6/18/7 





ae) 129i/2 8/31/7 ‘ 2.5 
4} g/t 1295/2 9/31/7 GUARANTY r 2.5 
Ss Aer 7106/2 10/)/57 GUARANTY 20 20 « « = 
‘Sls wo/1/sr——son/2_w0//57 case BO BO 2 2 2 
ic TAL 700 120 13%013%0 1%0 120 
if 
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TABLE VIII 
| TAX ASSIGNMENTS DUE 1959 (Schedule IV) 
Assigned saan agg 6 Tax Idabilities 
In ai 
DATE ARAMCO'S 
ACCEPTANCE OF MIN FIN TOTAL TO BE PAID 15th 
ASSIGIMENTS §- LEPRER' DATE = BANK ASSIGNMENTS OF 
Tame = FeDe = NATe 
2/17/58 9057/2 2/12/86 GUARANTY 10 ‘* : 5 
2/17/58 9058/2  2/12/8 CHASE 5 5 2. - 
TOTAL 15 5 S 5 
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PAYMENTS TO THE SAUDI ARAB GOVERNMENT 


JANUARY THROUGH DECEMBER 1957 


NET CRUDE RUNS FROM FIELD STORAGE DURING PREVIOUS MONTH (tons) 


GROSS AMOUNTS PAID 
Royalty 
CHIR © ec KS KB HT oHR HRS RBS B 
Natural Gas . .«--++-ees-eceese 
Compahy Income Tax 
On 1956 Income eoeeee#e#e®# 
On 1957 Income . « « « « « « 
Provisional Retroactive Tax . 
Loan to Saudi Arab Government . 
Annual Rental « « « «© © e e-e @ 
Article 7 of Dec. D0, 19H Agreement 
TOTAL GROSS AMOUNT PAID 


@eeee® 
e©e¢ @ 
oeee® 
e86.° e.|hU©° oe ¢@ 


DEDUCTIONS FROM ROYALTY 
Repayment of SGRR Construction Costs . 
Repayment of En-Im Bank Loan ew 
Oil Shipments to Egypt eee#e#Heeeee @ 


TOTAL DEDUCTIONS FROM ROYALTY 


DEDUCTIONS FROM COMPANY INCOME TAX 


Assignments Out of 1956 Encome « « « « « « 
Repayment of Loan e 2 « eee ee ee eo 
0i1 Shipments to Egypt ec ceercecececece 
DEDUCTIONS FROM LOAN-OIL SHIPMENTS TO EGYPT . 


TOTAL DEDUCTIONS 


e@eeee 


oeee 


NET FUNDS RECEIVED BY THE SAUDI ARAB GOVERNMENT FROM THE 
ARABIAN AMERICAN OIL COMPANY . . 2 2 eo « 


DISTRIBUTION OF NET FUNDS BY CURRENCIES 
UeS. Dollars «. « « 


Pounds Sterling eeoeee#ee ete eee 
French Francs « « « «eee eee ec ee 
Saudi Riyal BS ecece ee eee eee ee 


TOTAL 


eee? 


oeee@ 


e@e¢ @ 


oe @ 


oe @ @ 


ee 8 @ 


eee ® 


45,015,119 


$ 7 


4,675,998 
198 


125,879 975 
775969 668 


7,308,959 


365915,0))1 


164,79); 
700 





$ 83,112,801 


10 


19 


NOTE: Excludes payments of Customs, Duties, Iicenses, 


Permits, Visas, Personal Income and Jihad 


By 


8,060 ,821 
2,625,921 
198 


799 »7 


and similar items. All amounts are stated herein 
in U.S. Dollars or UeS& Dollar equivalents per 
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NO» Date Tatis 

20 munist 7, 1957 A Review of foreLin iscchan.e and 
Trade Controls and vonditions in 

‘ vaudi Arabia. 

53 September 23, 1957 Imlications of vaudi «rabian 
Currency Lenreciation. 

C7 Cctober 3, 1957 Payments of Government salaries in 
Gold Sovereigns Hastens Venletion of 
Saudi Arabian Neservese 

Be October 17, 1957 Aranco ‘tax Assivnnents to vaudi Arabia. 

8 October 17, 1957 Documents Voncerning «iramco - 
SAG Income ‘tax Issue. 

101 Kovember 9, 1°57 Aramco=jSaudi arabian JUovernnent 
income Tax Issue. 

108 Lovember ?3, 1957 iteauest for wew Tax Assignments 
from Aramco. 

10° liovember 23, 1957 li? Exp-rts Visit Saudi. arabia. 

Wis Vavenber 23, 1957 Purchase of Gold Sovereigns. 

132 December 30, 1957 Luaplications of the International 
lionetary lund liission itccommendations 
for Currency Stabilization. 

138 January 6, 1958 Revisions in Saudi Arabian ..onetary 
Agency By-Lawse 

1s January 25, 1958 International lionetary sund Report 
Submitted to the King. 

154 January 23, 1958 The baudi arabian sudzet for 1377 Ail. 

155 Jamary 23, 1958 Saudi Arabian Japanese Oil 
Concession Agreement. 

157 January 27, 1955 Vieus of hire italph Utandish on the 


Saudi Arabian onetaryv Agency. 
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A highly reliable seurce has infermed the Babassy a representative «: 
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with fermer ee Minister Mehamed Surur in Caire. Italian represent 
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Enclosed is the edited Report of Activities of the Arab Development 
Department, Aramco, for the month of July 1958. 


Arrangements have been made for the Consulate General to receive 
the report on a continuing bais, and despatches enclosing the Report 
will be regularly forwarded to the Department. 


The complete report has been carefully examined by the Reporting 
Officer and portions deemed to contain nothing of importance to the 
Department were deleted, as were items that will be the subject of 


later despatches. 
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CONTACT ACTIVITY SUMMARY 


June payments to contractors amounted to SR 4,397,281 as ccmpared 
with SR 3,628,189 for May, an increase of 21%. An estimated 10,02) 
contractors employees (up 21%) were engaged in work covered by 325 
contracts (up .3%). Work was carried out by 135 contractors (up 27%). 
The ratio of active contracts to amendments was six to one. 


JULY ACTIVITY JUNE ACTIVITY 
AREA & * ‘ 
UNIT 1958% NEW AMENDED TERM, 1958 SR _MANPOWER##x 
, Abgaig 

District 30 h 8 2 32 ee 516 

Constr. 9 11 7 1 Li 2 
Total 3 19 +3 9561, 1% 

District 48 - 5 ” 48 431, 751 98h, 

Constr. 58 2 19 5 55 418 , 318 95h 

Explor. ; 3 = = = 3 479,679 1,093 

Other 28 = a + 28 185,837 

Jiddah 3 - - ~ 3 225534 2 

Tapline 17 - - - 17 01, 996 
Total 157 ~~? 28 Ss 290 %5 * 

Ras Tanura 

District 35 . - 1 34 235,808 538 

Constr. 1,197 
Total *h ms + + Fee Ls 

GRAND : 

TOTAL 32h 2 50 20 325 4,397,281 10,02) 


* Adjusted from previous reports to include expired contracts having final 
payments due. 
#* Tapline reported for May. 
x Contractors employees are approximations made by the Arab Development 
Department based on the estimated portion of Contract payments. 
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TECHNICAL ASSISTANCE | 


P-102 National Gas C - A report on sweet gas distribution was 
received by the Nations? Ras Company from the Italian consultant, Snam 
Progetti. 


P=18 Al-Khobar Water System - The Associated Consulting Engineers, 
Beirut, are ap project proposal on the Al-Khobar 
Water System. This report is expected to be completed about the latter 


part of August. 


P=202 Date aes - The Associated Consulting Engineers, Beirut, have 
been reques © submit a proposal to Aramco covering a study on the 
marketing of dates and date products. 
& 
_ 
HOME OWNERSHIP AND COMMUNITY 
DEVELOPMENT PROGRAM 


There was a total of 371 houses completed or purchased, which is 
98% of the 378 targeted for the first seven months of 1958. 25 units 
are now under construction with an estimated completion date of 6 months 
per unit. This mmber, plus the direct-purchase houses anticipated, 
indicates that we will achieve our 1958 target. In August, Madinat- 
Abqaiq is expected to furnish a good share of construction starts. 
Twenty employees have concluded agreements with contractors for construc- 
tion of houses on their assigned lots and construction of six of these 
has been started. 


The possible inflationary consequences to building material prices 
of the unsettled Middle East situation is being watched closely, to anti- 
cipate its effects on the program. The Amir has issued orders for control 
of profiteering and hoarding and for the establishment of price ceilings. 
At present, cement has been pegged at SR 8.00 for small lots and SR 7.50 
wholesale, wood at SR 380 per cubic meter and steel at SR 720 per metric 
ton. If these prices are maintained, there should ‘be no harmful effect 
on the Home Ownership Program. 


Completion of the Company Field Office in the Dammam Tract is ex- 
pected early in August, and there are 85 employee houses under construc- 
tion there. Employee additions to 80 of the 203 Company-built houses in 
Dammam Tract have been completed. The portable building supplied by the 
Company to be used as an income-producing sug by the Baladiyah was turned 
over to him on July 18, as part of the program to make the Tract self- 
sustaining and further its eventual integration with Dammam. 


A guarantee of a loan for SR 200,000 was approved on behalf of Khateeb 
and Munshi to build fifteen houses for Aramco employees at Medinat-Abqaiq. 
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The Associated Consulting Engineers of Beirut are continuing their 
preliminary project study of the basic water system for Al-Khobar and 
the final report is expected during August. Installation of additional 
water points at Nariyah was completed. 


The Rahimah Electric Supply Company now services 165 homes and five 
business firms on a 2)-hour basis. Work on the water and sewer lines to 
the Civic Center is continuing and construction has begun on the Municipal 
Market and slaughter house. 


AGRICULTURAL ASSISTANCE 


The subject of agriculture was discussed with H. E. Amir Ibn Jiluwi 
at Hofuf and suggestions were made to expand the agricultural development 
in the Al-Hasa area. 
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CONTRACT ACTIVITY SUMMARY 


August payments to contractors amounted to SR 3,)84,825 as compared 
with SR 4,060,336 for July, a decrease of 15%. An estimated 7,352 con- 
tractors' employees were engaged in work covered by 321 contracts (down 
3%) and handled by 119 contractors. The ratio of amendments to active 
contracts was one to three as compared with one to six in the previous 
period. 


SEPTEMBER ACTIVITY AUGUST ACTIVITY 
AREA & S =>. 2 @ e > ; 
UNIT 1958 “NEW AMENDED. TERM. 1958 SR EMPLOYEES (3 


ft i 2 ue UB 
2 
Total 8 7% BS i 17 ky 


e 
ct 
eS 
ne 


District 35(2) 0 3 fe) 3 406, 852 927 
Explor. 0 0 0 h 84,622. 193 
Other 29(2) 4 3 3 30 229,535 523 
Jiddah ) 0 0 3 28,107 6h, 
Tapline 15(2) 0 0 0. ae 288, 09 (11) 66 
Total 16 62 “S ut 1, 37k; 2 5u2 
Ras Tanura 
District 33 1 2 32 2755489 628 
Constr. FA 8 wW 6 58 8,451 1,159 
Total 9 5 ih mi) 90 3590 1,7 
GRAND 


TOTAL 313 26~—s32 18 321 3,484,825 — 7,352 


(1) Two contracts were not reported in August. 

(2) To adjust for deletion of Agreements} 

(3) Contractors employees are approximations made by the Arab Develop- 
ment Department based on the: estimated portion of Contract payments. 

(4) Tapline reported for July. 
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FINANCIAL ASSISTANCE 


Credit has been extended to Mohammed Dossary for a maximum amount 
of SR 100,000 at any one time in order to facilitate the construction 
of the Dossary Hospital. 


Approval was obtained to include a foreign exchange component in 
payments to the Al Mana Rye Clinic for services performed on behalf of 
Aramcoe 


TEGINICAL ASSISTANCE 


Saudi_Industrial Gas Company - Aramco declined to sell the firm 
carbon tetrachloride because of the dangers involved in handling this 
chemical. Representatives from Plants and Pipelines have inspected 
the facilities of this company, and they have found them to be in good 
condition, They agreed that the SI Gas Company is a dependable source of 


oxygen. 


The Associated Consulting apes neers - Regarding the establishment 
of an office locally, a ter of Intent has been sent to the firm by 
Aramco, pending conelusion of contract negotiations. In the meantime, 
to facilitate the submission of work requests and payments, a Service 
Organization Contract has been executed between AOC and The Associated 
Consulting Engineers. It is hoped that ACE will establish a local office 
in Saudi Arabia during the first few months of 1959. One of A.D.D.'s 
major objectives, as stated in its Running Plans, is to develop a compe- 
tent engineering firm in the local areas capable of providing good 
engineering for local enterprise and communities and make special studies 
and surveys for Aramco, 


Power C Merger - In answer to a letter from the Chairman of 
the Board of the Seaires Hlectric Supply Company, we advised that any 
financial arrangements related to the project would be contingent upon 
a plan covering the following provisions:- 


1. Evidence of sound Management. 

2. Technically sound plans. 

3. Sound financial plan. 

lh. Evidence of substantial participation financially by the power 

company including exhausting all outside means of financing. 

Jaffali Bros. of Jeddah have been interested in participating in the 
above power company, should Mr. Jaffali be accepted by the existing 
Company and a merger is brought about with the Al-Khobar Power Company. 
He requested, and was granted, three months to produce a plan which 
would meet Aramco's requirements before we would consider financial 
arrangements on any other basis. As a member of the MEDEC, he planned 
to visit this Company in Europe to seek financial help. 
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In the meantime, there is evidence of divided opinion among the 
Board and shareholders of existing companys toward Jaffali's acceptance. 





At best, the entire matter of establishing a good integrated power 
and distribution company in this area is in a confused state at present. 


Proposed Gas Distribution System - The National Gas Company is 
sie with their study to form a gas distribution company based 
on the reduced rates established by Aramco for sweet and sour gas. In 
the meantime, local Municipalities have expressed an interest in this 
business. We have explained to individual Municipalities that such an 
enterprise, to be profitable, would require a well-managed company, 
which could distribute gas to several Municipalities, the air field, 
Consulate, and large industrial users. The matter of concession rights 
for gas distribution has not yet been made clear by the Saudi Arab 
Government. 


Construction Materials Cost Index - Information was collected and 
evaluated to assist the Economics Department in establishing a con- 
struction materials cost index for this area. 


Jiddah Can Plant - Products Distribution Department is investigating 
the possibility of leasing and eventually selling this plant to a Saudi 
businessman. Their figures on the economics of such an operation were 
reviewed, and several recommendations about cost and profits were made. 


~~ 


MAPPING 


Dammam Photogrammetric Mapping - Several additional groups of these 
maps have been received from Aero Services and were forwarded to the 


Dammam Municipality. It is expected that the remainder of the Dammam 
map sheets will be received during October. 


HOME OWNERSHIP AND COMMUNITY 
DEVELOPMENT 


During the month of September, 192 applications were received and 
loans were authorized for 9 of these. There were 50 houses started 
and 28 completed. A total of 43 houses were completed and/or purchased; 
giving 79.6% of the month's program. Performance of the entire program 
to date is at 96.1%. However, credits for additional units will be 
possible as soon as administrative details, such as registrations, are 
completed. The attached chart and summary sheet depict a better overall 
; raisal of the program and our ability to meet the year-end target of 

units. 


Rahimah ~- The contract for the Specimen House has been awarded and 
it is expected that construction will start in mid-October. The iceplant 
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will be completed during October and the entrepreheur has announced that 
he expects to install another unit, twice the existing size, during 1959. 
The paving of the streets and walks was started during September. The 
market stalls and the slaughter house should be completed during Decem- 
ber. One builder, who has contracts-for-10 houses, is being encouraged 
to adopt production-line methods. Plans are under way to enlarge the 
sewerage disposal system. 


Dammam - The Specimen House in the Dammam Tract was formally opened 
with @ ceremony attended by the Municipality Director, Shaikh al-Shahin. 
Action has been taken to provide an additional water well. The Munici- 
pality has assumed the responsibility for sanitary collection in the 
Dammam Tract. Pickup under Aramco contract has been discontinued. 


Exploratory meetings were held with the Municipality Director as to 
further participation by the Municipality in the Dammam Tract and the 
eventual integration of the tract as part of Dammam. These discussions 
have broadened to include major projects which nay benefit Dammam's 
growth and provide a ‘better place for residences, including our employees. 
We have attempted to guide the discussions to the need of basic utilities, 
explaining that it was gratifying to see the progress being made toward 
obtaining a sewer system, but now we are interested in their plans for 
a water system. This exploratory work is consistent with our Community 
Development Program to comply with employees! wishes to build their loan 
plan houses in natural environments, i.e. existing communities. 


Al-Khobar - Preparations were made to hold a ceremony at the hest 
al-Khobar Tract on September 13, to mark the start of Company site- 
grading work. Commencement of this project was postponed, however, at 
the request of the Municipality, who wished to have more time to confirm 
their legal standing in entering into the proposed agreement by which 
the Company would do the initial development of site-grading and build- 
ing streets, lots would be reserved for employees, and the Municipality 
would install a water system with partial assistance of a Company loan. 
It is hoped that the Municipality will receive the required authorization 
at an early date. Action on a request by the al-Khobar Municipality 
that the Company assist in financing a sewér system is, no doubt, subject 
to the same requirement of further authorization. However, on the 
assumption that the Municipality will resolve this internal problem, the 
Company has complied with their request, to the extent of procurement of 
a preliminary study on such a sewer project. A work order for this 
study was issued by AOC to The Associated Consulting Engineers of Beirut 
on September 29th. 


aoe - Roof and parapet walls are on the Specimen House and Work 
has now begun on plumbing and electrical installations. Four residential 
blocks have water and sewer lines installed. In these, all )0 of the 
employee lots are assigned, with 26 houses under construction, and the 
contracts signed for the remainder. Increase in the scope of 1958 
development is planned to keep ahead of the demand for lots. The con- 
struction of the Sons of Saudis School is expected to start in October, 
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and the establishment of a Government Clinic in the area is being promoted. 
Plans are in progress to make training films to be used in the program 

to improve the quality of work going into loan plan houses. It is 

planned to use scenes from the jobsite for demonstration. These films 
will be shown to both employees and contractors in the Specimen House. 
Contractors are being advised on faster methods of raising concrete for 
placing roof slabs. 


General - Income derived by the Municipalities of Abqaiq and Rahimah 
is flowing to the parent Municipality of Dammam, and, therefore, elimina- 
ting funds required for the normal administration and growth of the newer 
and smaller Municipalities. Steps are to be taken to correct this prac- 
tice. Income must be retained in Medinat-Abqaiq and Rahimah Municipali- 
ties. They are to be eventually self-supporting and if Aramco assistance 
in development is to be reduced. 
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Enclosed is the edited Activities Report of the Aramco Arab Develop- 
ment Department for the month of August 1958. The Reporting Officer has 
deleted from the report cumulative statistical charts, which will be in- 
cluded in the final report for 1958, and items which would either be 
of no value to the Department or have been reported in previous despatches. 
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CONTACT ACTIVITY SUMMARY 


July payments to contractors amounted to SR 4,060,336 as compared 
with SR ,397,281 for June, a decrease of 8%. An estimated 8,913 
contractors employees were engaged in work covered by 329 contracts 
(up 1%) and handled by 135 contractors. The ratio of amendments to 
active contracts was one to six (the same as last period). 


AUGUST ACTIVITY JULY ACTIVITY 
AREA & AUG. 1, COMPL. AUG. 31, PAYMENTS CONTRACTOR'S 
UNIT 1958 __ NEW AMENDED TERM... _ 1958 SR MANPO WERHHt 
Ak ai . 
District 33 2 lh 2 33 231,836 ores 
Constr. * 1 hb 1 7 252,331  2,7h9 
Total te 3 28 3 He Fatal 3288 
Dhahran 
District 8 pA h - Lg 374,219 821 
Constr. 55 3 6 2 56 381, 958 838 
Explor e 3 3 = 2 h 322,605 708 
Other 28 3 5 ~ 31 229,576 50h 
Jiddah 3 - - - 3 37,597 83 
Taplinex+ a = 1 - He 2 6063+ 
Total % wd FT I 022, 35500 
Ras Tanura 
District 3h : 1 : 33 eet 582 
Constr. 10 1 
Total = + % | SAO mG: 
é 
TOTAL 322 21 52 1h 329 4,060, 336 8,913 


* Correction of July report. 
xx Tapline reported for June. 
set Contractors employees and approximations made by the Arab Develop- 
ment Department based on the estimated portion of Contract payments. 
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FINANCIAL ASSISTANCE 


Aramco has been notified by the Banque de 1l'Indochine that the 
Dammam Laundry Company has completed its final payment on a loan guaran- 
teed by Aramco, the original amount of which was SR 250,000. 


Aremco has agreed to sell twenty-eight thousand, eight hundred 
Pounds Sterling to the National Gas Company to import cylinders and 
appliances from abroad. The National Gas Company has agreed to guarantee 
the installation of cylinders and appliances in houses built or purchased 
under Aramco's Home Ownership Program. Prices charged Aramco employees 
will be based at the official rate of exchange as of the date of sale by 
Aramco of the foreign exchange. 


National Gas C - National Gas Company was advised of Aramco's 
revised rates for eter gas. The Gas Company is reviewing the feasi- 
bility of the installation of a gas distribution system based on the 
estimated rates. 


TECHNICAL ASSISTANCE 


Doss Hospital, Al-Khobar - Construction progressing with com- 
pletion at by mid-1959. 


Meas rey - Private enterprise is still planning to construct 
and opera: s facility. Technical assistance is being provided in 
the form of design and choice of equipment. 


Madinat Abgaig Electrical Distribution System - A study was made to 
determine the type of power generating equipment to be recommended when 
the power consumption reaches a volume to make the installation of a 
separate power generation plant economically justified. 


Refrigerated Food ae - Discussions are being held with Saudi 
businessmen reg e establishment of a refrigerated food warehouse. 

Abgaig Coffee Shop & Hotel - A Saudi partnership wishes to construct 
a coffee aes and hotel in Abgaiq. A rough cost estimate was made. No 


further work will be done on this project until the proponents show that 
they have sufficient capital to finance at least half of the project. 


HOME OWNERSHIP AND COMMUNITY 
DEVELOPMENT 





During August, the Districts achieved 92.6% of the 5) houses 
targeted for the month. Cumulative 1958 results were 98% of the amount 
scheduled for the period. 
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Rahimah: As a result of Amir ibn Jiluwi's favorable decision on 
employee use of the eight blocks in Rahimah, actual construction of 
seven houses has been started in this area. This production is ex- 
pected to accelerate during September as operations recover from the 
stalemate created during negotiations on the land problem. The muni- 
cipality officials have expressed satisfaction with the revived employee 
interest. 


The sewer and water lines to the Civic Center have been installed 
and we are informed that the Rahimah Baladiyah has completed plans for 
a municipal sug and office building there. The construction of the 
Municipal Market and Slaughter House is progressing satisfactorily. 
There has been considerable progress on the ice plant, but it appears 
that completion will probably be later this year. The Rahimah electric 
system is now supplying 220 houses and 9 business concerns. 


Dammam: The specimen house in the Dammam Tract has been completed and 
‘arrangements are being made for a special opening during the coming 
month. Over one hundred families have moved into the Dammam Tract, of 
which, ninety-two now live in the group of Company-built houses. 


Al-Khobar: The Associated Consulting Engineers of Beirut completed 
preparation of the water system study and it has been presented to the 
Al-Khobar Municipality. 


“a ease and Al-Hasa Oasis: There are, at present, eighteen 
employee houses cons on, as well as the specimen house in 
Madinat-Abgaiq, but since they are not at the first payment stage, they 
do not appear in the following statistical report. The utility lines 


have been installed in the 1958 portion of Madinat-Abqaiq and are ready 
for testing and back-filling. 


Agreements were concluded with the local Muncipality Director 
regarding the Heavy Industrial Area and the lands reserved for the 1960 
and 1961 developments. The result of the latter negotiation was the 
agreement by the Municipality to defer the assignments of lots to any 
outsiders until later consultation with the Company and to prevent un- 
authorized settling in the area. In spite of high rates, the new elec- 
tric company in Hofuf has been steadily increasing its distribution. 

The Municipality of Al-Hasa area is proceeding with the development of a 
water system. Four wells have been drilled and a reservoir is under 
construction. 


Local businessmen around Abqaiq have inquired about the possibilities 
of establishing a bakery, clinic, coffee shop/hotel, and an ice plant, 
and every effort is being made to assist these businessmen to work out 
feasible plans of operation. 
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The following despatch consists of excerpts from the CONFIDENTIAL BE 


monthly economic report for September made by a local banking official 
to his home office. Arrangements have been made to procure copies of 
the monthly report on a regular bagis, if desired by the Department; 
therefore an end-user evaluation of the information is requested by the 
Consulate General. 


"Money Market: Money remained tight, especially among the Arab 
banks.e Some of these have followed an ‘open house! policy with regard 
to overdrafts during the years since their establishment and appear to 
have difficulty in honoring cash drawings on balances. This is parti- 
cularly true of those banks whose own capital is to a large extent in- 
vested in immovable properties. 


"EXCHANGE MARKET. 


"), Sukh rates: (all kinds of payments and transfers). 
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“The market remained fairly dull throughout the month. Although 
the riyal depreciated a few points because of offerings from Jiddah 
during the first week of the month, the rate eased toward the middle of 
the month; and there was only a fractional difference between the Sukh 
and free-import rates. Following the reduction of the Monetary Agency's 
selling rate for free imports, the Sukh rates dropped a like extent. 

At the same time, there developed a reluctancy to either buy or sell 
at the new rates, This reluctancy was reflected in the considerable 
spread between buying and selling raters According to rumors (among 
banking circles), the Monetary ‘Agéticy later regretted the hesitancy on 
the part of the exchange brokers and decided to release $2y000,000 to 
the Sukh dealers. Toward the end of the month, capital transfers were 
effected at rates similar to the bank's selling rate for free imports. 


"oO, Free import; : 


| "On the ‘nineteenth of the month (September) the Monetary — 
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] 
reduced its selling’rates of foreign exchange for free imports. The re- 


ductions decreased the premia on sterling and dollar instruments by 2.6% | 
and 2.4% respectively, sterling from 8.13% to 5.49% and dollars from 
46.66% to hh.2he. 


"The new rates, which remained unaltered during the remainder of 
the month are as follows. 


"Banks buying rates: Bank's selling rates: 
'"] pound sterling equal 15.045 1 pound sterling equals 15.11) 
1 dollar equals 5.109 1 dollar equals 5.);32 


100 Indian rupees equal 113.352 
100 Lebanese pounds equal 171.899 


"The Monetary Agency sells only pounds sterling and dollars. 


"It is generally expected that there will be a further reduction 
during October. 


"3. Licensed imports: 
"The bank's selling rates remained as follows: 


"]) pound sterling equal 10.09 100 Lebanese pounds equal 123.1156 
1 dollar equals 3.773 100 Indian rupees equal 80 


"TRADE 





"Free orts: 


The import activity remained moderately active during the month. As 
a consequence of the continued bearish sentiment toward foreign currency, 
the reluctancy of importers to buy the foreign currencies involved at the 
time of opening the documentary credit increased; moreover, it is expected 
that imports will remain on a small scale for some time to come. Exporters 
to this country are advised to carefully follow the market in Saudi Arabia, 
for a reversal in the present trend on the exchange market might generate 
a new import spree. 


"Licensed imports: 


"The issuance of licenses for the first quarter of the Arabic vear 
(18 July-1) October 1958) has not yet commenced; however, the acceptance 
of appl&cations has ceased. It is rvmored that the issue will be further 
delayed, for at least a week, because of changes to be made in the allo- 
cation per commodity of the total allocation for the province, which 
amounts to SR 14,625,000. It is reported that the previous allocation 
for the import of drugs and medicines will be increased considerably. 


ALK POURH, fs ecurity Sen 
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II ~ PETROLEUM Baigutd? CAreo—o/ 
III - FINANCES DAMAS 
Iv ~ BUDGET 
V — BCONOMIC DEVELOPMENT 
VI - IMPORTS 
VII ~ THE RIYAL = 
VIII = PRICES ~ 
IX = CEMENT _ 
i 
I © INTRODUCTION: on 


During the third quarter of 1958, as in the second, the Saudi Arabian Govern’! 
and reorganisation. It is difficult 


a beiget for the Islamic year 178 (July 1080 
achieved visible faverable results 
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relinquishnent 
ef concessions te ether cempanins willing te pay lucrative benuses, permit the 
Gevernment te participa’ ted tions and possibly open new marke 

(Embassy despatch 109 ef Nevember 12, 8)e 


give the Government adequate financial reseurces while ecomomic reform pregra 
were put into ferce, cach time am assignment repayment comes due the payment «=: 
be made with newly borrowed funds (see Eubassy despatch 226 of May 17, 1958) 


Pretracted negotiations between the Government and the Pan American 
Petroleum Corperation, a subsidiary ef Standard ef Indiana, for a petrolew 
cession in the preferential area surreunting Riyadh have not resulted in an 


partiaipation in 
through imbegrated company epwabions down to the ultimate foreign consumer. 


soother Amerioan companys a svbeidiary ef Okie, Amerada, Cities Se: 
and Continental, has alse os an interest in the some concession area 


TI ~ SAUDI ARABIAN FINANCES: 


The Gevernment continued te fecus ite attention during the third quarte: 
1958 upem the financial erisiae The riyal was strengthened, the allecation o/ 


budgetary regulations. If this fundamental gain can be retained, and confide::: 
Govergment financial administration restered, Saudi Arabia may enjoy « sound 
economy relatively seen. 
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When International Monetary Fund official Anwar Ali became the Acting Governo! 
of SAMA on l ef this year, SAMA had in its vaults virtually ne pilgrim 
receipts what re In addition, it was overdram in the commercial banking 
system in Arabia and abread At the present time SAMA has substantial cash~or 
hand, and substantial foreign exchange. Hew has this: been accomplished? 


Present SAMA heldings have been built up by the exercise of restraint in ==) 
commitments, by the substitution of cash fer credit in exchange transactions, by 
ignering certain debts and by fiscal operations whereby SAMA has purchased riya!» 
at the epen market rather than at the official rate ef exchange. SAMA sales of 


foreign currensy at the free market of exchange are estimated in ascerdance with 
the follewing tables 


Tetal $ lo 21900 1500 6900 


the table above would measure the estimated 
pr yl Reggerony lek pp gel donige ig fereign exchange at the 
OMA did sell Aramce SR 170% million at the official rate 
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it will be submitted te the Embassy for transmission to the Internationa! 
Ceeperation Administration. 


It may be noted that although development work of the Sandi Gevernmen' 
slowed perceptibly during the pest few months, the Municipality ef Riyadh contii 
to builde The financing comes in large measure from a special Aramce lean to the 
municipality of $10 million. 


In July, the Ministry of Communications announced the signing of contracts 
for the construction of four sections ef read which will eventually be integrated 
into a Trans@Arabian Highway. The first section of road will be 67 kilemeters fro 
Arafat to Taif, the secend 170 kilometers from Riyadh te Marat, the thixd 150 
kilometers frem Riyadh te Khurais and the fourth 710 kilemeters frem Medina te 
Tebuke The Government announces the construction en these roads will be com lete« 
within three yearse 


The successful bidders for the construction prorat are required by the 


for the Riyedh te Murat, to Khurais and Arafat to Taif reads. The General 
Enterprise Company of Jidda, omed by Kamal Adham, brother“in~lew ef Prince Faisal, 
secured the contract for construction of the majer highway preject, the Medina t« 
Tebuk road- This firm has not as yet been able to secure the necessary financia! 
supperte 


VI = DegoRrss 


Reyal Decree Nee 39 of May 25, 1958, oontinues to regulate imports into 
Saudi Arabiee (See Embassy despatch Ne. 25 ef June 9, 1958) 


Fereign exchange at the free market rate was freely available for unlicensed 
imperts during the third quarter ef 1958 through the banking system and the money 
changerse Le ee SS Oe Se a bees seevarages 
increased inpert activitye :. ~i eames slackened during the quarter, 
however, fer the fellewing reasenest 


(a) Merchants beliewed that the riyal would continue te strengthen and 
thewefere hesitated te buy fergign exchange at the free market 
—s eS ee ee ee ee ee es oe ee 
er months. 


(w) pa Mie Saat ace ee ee part 


peeause the Seudi Arabian Nonstary was purchasing and 
ee ee eheenee ef a current . 
budget Government agencies were unable to spend moneys 
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(c) The impertation of vehicles was banned, and there was general belic! 
that the ban weuld be extended fer another six month period when the 
first peried expgyed in Nevembere 


(4) Mew impert cemaitments normally slaeken in the months follewing the 
pilgrimege, which this year was in June. 


The present system fer allecating foreign exchange at the official rate o! 
meres is en improvement over past allesation attempts. Iicenses were issued 
under present system fer the last quarter ef 1377 (which ended on July 17) 
and licenses fer the first quarter ef 1378 were net issued until Osteber 1958). 
Thus fer the first time since licensing was imtreduced about twe years «ze, and 
in part because me licenses at ail were issued for the third quarter of 1377, 
ing procedures new are currente 


The quarterly allecation ef foreign currencies at the official rate of ex 


E 
4 





Tetal Gel 6e5 ed 1906 


The figures in the table ave apprexinate, due te rounding, but the astual 
schemes of allecation is a presiae refi ef Sandi inpert eaperience in the 
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impert licenses are granted by offices established in the three principal 


properly, due te the various cross“currente of pelitical and secial pressure in 
the captial citys The Comptroller Gemeral ef Imports, went te Riyadh in early 
Octeber and personally wrote out the import licenses te be issued theres 


Tre principal complaint against the present licensing tem is voiced by 
merchaats in the Hijes ond in te Reghave Paswinee, vie chet that the allecatior 
merit in this view from a historieal 
but merchants are unduly eptimistic if they really believe 
that there will be a changes The Gemptroller Gemeral is not wrned on this 
ecere, fer he believes that imerts “ like water ™ will find their om level, 


i 
; 


preohibi against pelo. ie Saudi Arabia of s 
preduced in Seviet bleck countFies vas at the end ef September 1958 
(see Eabassy despatch Noe 7h of October 1, 1958). This uefficial ban had been 
in effect for about a yeare 


Saudi statistics repreduced im the fellewing table shew a continuing high 
level of imperts- It will be seen that virtually the entire increase in 13577, as 
compared to 1376, was due te in inperts inte the Eastern Provinces 





Arabic Meath 

I 2201 

II 2208 

peat 1502 

Iv léek 

v ie5 

VI Ze 

vi 25e2 

VIII 27o2 

Ix 3003 

x 1601 

Ba LeS 2503 te 7208 7907 
au SieR Beh ted 15 _ 5805 5903 
Tetel 2503 32908 S3eh 550k 7900li 86707 


Tetal, in Dellar | 
Equivalent Ute3 U8 21008 231-4 


1286 


3 


1287 
Y Source: Cemptreller of Imperts 
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VIE ~ THE RIVAL 


ee ieee SS ee ee ot ee 
stable. Ene cits ae ee a oe Ga ce ee 
sale of “free" riyals by Sandi a 
» and at SR 5~09°00 # ry cde afar L8- 
A further slight increase in the amount of foreign exchange which SAMA will pay for 
riyals may be expected around the end of Octeber: 


qa 


AVERAGE FREE MARKET VALUB OF THE SAUDI RIVAL 
Sk Per Delter Bellare Per Sk 
July Se52 o181 
August 5053 181 
Sep tember 5eh9 o18e 
VIII - PREgSs 


Prise controls were announced following a flurry of consumer buying occasioned 
by the revolution in Iraq and the movement inte the Middle East of British and 
American treeps- Prices were to be fixed in such a way that wholesalers sere to 


Ee coe. te tn oe cn as lon Measeatio tee pean Segara dll 


retail prices were to be » og lewers 2 Oh of teed wo retail mer 
chante, who apparently were to give up about normal i peetine in erder 
to pay fer the scheme, conditions eg Mage ag and Jerdan scen stabilized, 


scare*buying in Seudi ceased, and the idea ef price contrel, which would in 
practios have been impo to administer, passed inte cblivione 


Ne price comtrols were actually established in Jidda, except that imert 
authorities decided to grant licenses for the importation of live sheep only te 
importers who would guarantee to fix the retail price of mutten. 


Waile slight price increases accrued because of the pelitiecal disturbances in 
the Middle East a downward adjustaemt te early 1958 prive levele followed stabili~ 
sation of conditions in Iebanen and Iraqe Prices generally are 25 pereent to 30 
percent higher than eighteen mnths agee (See Embassy schedules submitted under 
CERP Section #, IleAole) 


IX - Canes 
The Arabian Cemgnt Company at Jidda began test production in September, with 
Oe 318 tons of clinmer per day. The nernal 
produstion ef 300 tons ef camimt per day should be attained shortly. Initial tests 
ots the installation: a net of 800 kilocalories 
per kilegram of clinker, as compared with a United States average of approximately 
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1100. Since fuel accounts for about one-third of the cost of finished cement, 
oil and diesel fuel used is very inexpensive, there is reason to 
expect that the plant will be successful financiallye 


The Arabian Cement Company plans to sell to all customers for cash onlye 
Cement in lets of tons er more will be sold on site (ex works) at 85 riyals per 
ton, er 25 riyals per bage At the present time the cheapest cement available 
in Jidda, of Egyptian manufacture, costs 5 riyals per bag wholesale or 5025 riyals 
per bag retaile 


Seme construction activity has taken place at Jadidah in the Eastern Province 
ef Al Hage, twelve kilometers north ef Hefuf, the site ef the Saudi Cement 
two 





Department Please Pass to Arab Caps. 





rae | LIMITED OFFICIAL USE 
(de 

































ATR PRIORITY CONFIDENTIAL — DO NOT TYPE IN THIS SPACE 
® i. PRIORITY (Security Classification) SE 
C/- OPO 
FOREIGN SERVICE DESPATCH e L#s 
FROM American Consulate General, Dhahran _ —2h0 . 
TO THE DEPARTMENT OF STATE, WASHINGTON. December his 1958. I] 3 
Q 
REF | 
Eodsrigaitlnnss * "& | ta Ol * E 
DEPT : 


eat ip yp VERY i " 
eg /X Dike / Ms TV ([RO8I yo ZY ~R-2 SChom 






o 


SUBJECT: — Developments in Sandi Arabia During the Second of Third Quarters, ~ & 
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Enclosed are two. reports prepared by the Economic Dep nt, Arabian Americ. 

Oil Company (Aramco) and covering economic developments in Saudi Arabia during t 


second and third quarters. Similar reports are prepared each quarter, with the &# 
fourth quarter report being a review of developments during the entire year. 


Copies have not heretofore been submitted to the Department by the Consulate 
General, nor does the Consulate General know whether or not copies are being sub- 
mitted by the American Bnbassy, Jidda, or obtained from the Washington office of 
Aramco. In the event that copies are not being received, the Consulate General 
will arrange to procure the report regularly for transmittal to Washington. 


/ Bee. \ ie Do haar 
Walter K. Schwinn 
a Consul General 


Enclosures: } 


ecrv-cl/00°*v98s 


1. Quarterly Economic Report 
Second Quarter 1958 

2. Quarterly Economic Report 
Third Quarter 1958 


cc: Amembassy, Jidda 


Department please pass ‘ 
Amembassy, London 
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QUARTERLY ECONOMIC REPORT 
Second Quarter 1958 


During the second quarter of 1958 the Saudi Government was active in the 
fields of planning and reorganization. Significant decrees on financial matters 
were issued, but time did not permit definition of their precise meaning or practi- 
cal effect. It is clear that the Government seriously intends to control its ex- 
penditures more closely than heretofore, and to stabilize the currency. It also 
is certain that current SAG plans toward this end hold some promise of success. 
Meanwhile, economic activity continued at about the level of the recent past. 


One effect of SAG reorganization was to instill in Government employees 
generally a predilection for extreme caution. One result of this was a noticeable 
‘decrease in the efficiency with which SAG handled certain tasks, such as the pay- 
ment of bills rendered. 

This report is divided into the following sections: 

I Attempts to End the Financial Crisis 


ame The Effectiveness of Recent Financial Measures 


III SAG Foreign Exchange Income 


IV The Riyal 
Vv Prices 
VI Local Profit Margins in Retail Trade 


VII The Pilgrimage 
VIII Agriculture 


Ix New Roads 
X Midec (Middle East Industrial Development Projects Corporation) 
x1 Saudi-Egyptian Trade Agreement 
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I. Attempts to End the Financial Crisis | 


The essence of SAG moves to shore up the finances of the country and to 
stabilize the economy can be discussed readily in three parts: the general growth 
of budget consciousness, currency control and import regulations. These are con- 
sidered in turn. 


Probably the most important development has been the gradual evolution, at 
least since the riyal began to weaken in early 1956, of the Government conception 
of its responsibilities toward the country in the matter of financial accounta- 
bility. Government employees now are committed to current programs for budgetary 
controls, a relatively new phenomenon in Saudi Arabia which has the blessing and 
apparently the cooperation of the Royal Family. Moreover, there now are capable 
officials in several high offices, and administrative machinery has been established 
to check upon the use of funds, so that financial improvement is a distinct likeli- 
hood. This is not a guarantee that there may not later be lapses of financial 
vigilence, but for the moment at least a serious effort is being made and some im- 
provement in the economy seems assured. Although this attitude may be inconcrete, 
it nevertheless is the keystone to reform, for without a desire for betterment 
formal measures, such as the decrees described below, easily could be without real 
meaning. 


Currency in Saudi Arabia now is controlled in accordance with Royal Decree 
#40 of May 25. Two provisions of the decree are of immediate importance: 


A. The Saudi Arab Monetary Agency (SAMA) shall issue foreign exchange 
against riyals at the official rate of exchange only for specific 
imports, transfers abroad of the salaries of non-Saudi Government 
employees, and Government transfers abroad which are au 


the budget. 


B. SAMA may buy and sell gold and foreign currencies in the free market 
for the purpose of stabilizing the riyal. 


The limitation on the sale of foreign exchange at the official rate is sub- 


~ stantial » and should prove an important practical step toward strengthening the 


riyal. The savings on imports is estimated at $0 million yearly ($80 million to 
be spent currently, as*compared with $120 million -- theoretically -- in the 
recent past). By permitting only Government employees to repatriate their salaries 
at the official rate, SAG should save another $12 million. ($8 million as compared 
with a minimum of $20 million). We have no information on Government use of 
foreign exchange in the past, but the current hope is to limit this to about $75 
million. In summary, as shown below, SAG expects to use about 51% of its foreign 
exchange income at the official rate of exchange. 


Table I 


Gross SAG Annual Foreign Exchange Income ... ... eee $316.6 Million 
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Table I (Continued) Brought Forward $316.6 Million | 
Less: 


Imports eee eee eee eee eee eee $80 same seci 
Remittances eee @2ee eee eee eee 8 
Government Expenditures ... ... 75 m 


Sub-total eee eee @ee e@ee 2ee eee eee eee $163.0 Million 


Balance for debt retirement, for reserves, 
or for sale at the free market rate of exchange .. ... $153.6 Million 


Since the Government may feel free to sell up to 49% of its foreign exchange 
at the going market rate, and since this rate shows the riyal to be much weaker 
than its official position, it may be said that there has been a de facto de- 
valuation of the riyal. 


The effectiveness of the open market operations in which SAMA is to engage 
(stipulation B, above) will depend upon the purpose, timing, and magnitude of 
SAMA operations. The resources available to SAMA are an important constraint. 
Since SAG resources and income are'!limited at the present time, SAMA cannot 
stabilize the riyal at the official rate right away. The hope is to stabilize at 
a lower rate and gradually, over time, to strengthen the riyal to its official 
value. 


As a practical matter, SAMA now is thinking in terms of holding the riyal 
steady for the time being at about its current free market rate, now approximately 
SR 5250 = $1.00. So far as we know, SAMA's first transaction in the open market 
was the sale in mid-July of & 800,000 at SR 15-07-00 = & 1-00-00, which is about 
SR 5.50 = $1.00. It is the intention of the Governor of SAMA that the gain by 
exchange resulting from open market operations (the difference between the official 
and free rates of exchange) shall be set aside as a reserve fund. 


Imports into Saudi Arabia now are regulated in accordance with Royal Decree 
#39, also of May 25. The principal stipulations of the decree are five in number. 


A. Henceforth foreign exchange shall be made available through SAMA at 
the official rate of exchange only for necessities. These include 
certain foods, inexpensive clothing materials, agricultural equipment 
and industrial capital goods. 


B. The importation of motor vehicles of all kinds is prohibited for a period 
of six months, which may be extended for another six months. 


C. Commodities other than those mentioned above may be imported freely and 
without license, However, the necessary foreign exchange is to be ob- 
tained in the free market. 
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D. Import licenses for goods listed in "A", above, will be valid only | 
if approved by SAMA. This is to ensure correlation between the 
number of licenses issued and the foreign exchange available. 


E. The Import Committees in Jiddah, Riyadh, and Dammam, are abolished 
and replaced by Import Offices. (The Committees had been composed 
largely of influential merchants who were their own principal sup- 
plicants for foreign exchange. The transfer of this function to the 
civil service may lead to some administrative improvement). 


On the basis of Saudi Customs' figures, the country would appear to require 
something on the order of $65-70 million per year for the importation of the 
necessities listed in "A", above. The amount depends to some extent upon the 
interpretation of the words "agricultural equipment and industrial capital goods", 
a matter in which SAG no doubt wishes to preserve flexibility. 


Allocation of foreign exchange to the public for the first quarter of 1378 
has been set in the following way: 


For imports into the West (Jiddah) ... ... ese e+e SR 30 Million 
For imports into the Nejd (Riyadh) ... ... «+. e+« SR 20 ” 
For imports into the East (Dammam) ... ... ... «26 SR 1.625 " 


Total sve sae OF GHA625 = =|(* 


At this rate, the yearly allocations of official rate exchange for import purposes 
would be SR 258.5 million or $69 million. As mentioned above, SAG is planning to 
allocate about $80 million for imports; no doubt a use will be found for the $11 
million "cushion". 


These SAG measures toward easing the financial crisis suggest two questions: 


(1) Can they achieve their purpose? 
(2) What are the likely effects of their implementation? 


These questions are considered in the subsequent section of this report. 


II. The Effectiveness of Recent Financial Measures 


Financial difficulties in Saudi Arabia usually are discussed in terns of the 
stability of the riyal, although the value of the riyal is more an effect than a 
cause of the crisis. (since the bulk of SAG income is in the form of foreign 
currency, the riyal -- "other things being equal" -- should be stable). The basic 
trouble has been that over past years Government expenditures have exceeded income. 
This has led to erosion of the reserves used as backing for the paper pilgrim 
receipt and to a shortage of foreign exchange in the market places. The supply 
of currency in circulation also has been increased. As holders of riyals have 
bid larger and larger amounts for the limited foreign currency available, the value| 
of the riyal naturally has declined and the "financial crisis" developed. 
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In its earlier attempts to improve the situation SAG concentrated on trying 
to increase income. The present emphasis on the restriction of expenditures is a. 
more realistic approach and one which well could be successful. 


Contimed implementation of SAG financial plans -- which amount essentially 
to restricting the uses to which SAG foreign exchange income will be put -- no 
doubt can result in a strong and stable riyal. The difficulty is that currency 
stability is not the only serious economic problem. 


Protracted limitation of imports means a serious drop in economic activity: 
less work of a development nature, less residential constructiqn, less need for 
services of all types. This means over the long run less employment, less 
wealth, less investment. The problems of recession can be as serious as those 
of a depreciating currency and they may deter the Government from sustained 
effort toward re-stabilization of the riyal at its present value. 


Over the short and medium run, some aspects of current policy are deflation- 
ary, and others are inflationary. Some of the conflicting tendencies. are indicated 
in the table which follows) 

Table II 


DEFLATIONARY AND INFLATIONARY TENDENCIES IN THE SAUDI ECONOMY 


Deflationary Tendencies Inflationary Tendencies 
1. Government expenditures are to be 1. More imports now must be purchased 
restricted by budgetary measures, with free market exchange than in 
This means a decreased demand for the recent past. 
goods and services which, in general, 
is deTRationary. 2. Foreign employees of private firms, 
and Sandi citizens who wish to 
2. The amount of currency in circulation travel abroad, now must purchase 
' ds to be reduced and credit is to be their foreign exchange on the 
restricted. For example, foreign free market. Foreign employees of 
exchange is to be sold by SAMA only private firms no doubt eventually 
against cash. will receive wage increases so 
that their take-home pay, in 
3. Ample foreign exchange is to be avail- terms of the currency of their 
able at the official rate for certain country of recruitment, is not 
necessities, so that their prices need seriously reduced by this change 
not rise. This is deflationary to the in regulations. Wage increases 
extent that the same items previously are inflationary. 
were purchased with free market ex- 
change. 3. The prohibition on the importation 
of vehicles will lead to inflated 
lk. The importation of vehicles is pro- \ prices for vehicles already in the 
hibited - reducing the demand for Kingdom. 
foreign currency by about $25 million 
per year. 
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Deflationary Tendencies 


5. SAMA open market operations will 
hold the riyal at about SR 5.50 
= $1.00 - an improvement over the 
free market rate in September- 
November 1957 and February-March 
1958. This is deflationary to the 
extent that prices are reduced by 
virtue of lower costs to merchants. 


It is not possible to quantify most of these considerations, but some specu- 
lation with regard to imports may be helpful. The following calculations approxi- 
mate the annual cost to the country of imports by the public under the previous 
and under the present system. Since recent arrangements differed in practice 
from their theoretical basis, two alternatives are shown. Note that these 
figures do not take into account the $75 million allocated to SAG. A portion of 
this sum will be used for imports, but we cannot quantify it, and we do not know 
the extent to which the commodities imported have appeared or will appear in 
Customs' records. 


Table II 
APPROXIMATE RIYAL COSTS OF ANNUAL IMPORTS INTO SAUDI ARABIA 
A. Previous System (in theory): 


Imports with official rate exchange, 
$120 million @ SR 3.75 sso see ss soe cece ® SRESO Million 


Imports with free market exchange, 
$ 80 million @ SR 5.75 O68 406 @20 e286 cow ™ SR 460 Million 


Total Cost 


SR 910 Million 
B. Previous System (in practice): 


Imports with official rate exchange, 
$ GO million @ SR 3.75 ace cow cas aos ces ™ SR 225 Million 


Imports with free market exchange, 
$140 million @ 5. 75 eee e020 02200 0782 828 = SR 805 Million 


Total Cost = SR1030 Million 
C. Present System* 
Imports with official rate exchange, 


| #Total is $25 million less than in cases "A" and "B", since the importation of 


| vehicles is prohibited. 
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Table III (Continued) 


C. (Continued) 


$80 million @ SR 3.75 see ses coe one soe * SR 300.0 Million 


Imports with free market exchange, 
$95 million @ SR 5.50 we eee cee coe coe @ OR 522.5 Million 


Total Cost = SR 822.5 Million 


These figures indicate that if SAG is able to abide by the policies it has 
set for itself, the economy may pay less for imports over the- next year than it 
would have paid under the arrangements under which it recently has been paying 
for them. The savings on imports (about SR 200 million in practice) should more 
than offset the increased demand for foreign exchange for personal remittances 
and travel. It no doubbd.is reasoning of this nature which prompts the Government 
to believe that current financial measures are deflationary on balance. 


It should be borne in mind that speculation or this nature is limited to 
direct, initial phenomena. There also will be important indirect (secondary and 
tertiary) effects. For example, the prohibition on the importation of vehicles 
may force car importers into other businesses, the decrease in Government con- 
struction activity may put same contractors out of business, decreased imports 
will mean lower customs receipts and lower gross incomes for the banks which 
finance imports, and so forth. No one can foresee the overall effect of this 
maze ox economic cross-currents, but their existence underlines the necessity of 
treating simplified forecasts with reserve. 


III. SAG Foreign Exchange Income 


Our current estimate of the Government's total foreign exchange income for 
the year 1958 does not differ from the estimate in the last quarterly report, al- 
though most of the entries from which the total sum is derived have been amended 
slightly to reflect changing circumstances. Foreign currency paid to SAG in 1958 
should amount to the equivalent of about $316.6 million, as compared with $378.) 
million in 1957 and $331.8 million in 1956. 


In June of this year SAG was unable to borrow $13 million from New York banks 
against Aramco tax payments because the banks were unclear with regard to SAG 
borrowing authority under recent Royal decrees. The difficulty has been removed 
and the money was transferred in July. 


In May Aramco purchased SR 10 million against sterling from the Saudi Arab 
Monetary Agency. It had been a year since the Company last had bought riyals from 
SAMA, SAMA acquired $2.7 million in sterling through this transaction. 


IV. 
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The Riyal 
During April and May the riyal was fairly steady at SR 5.55-5.65 = $1.00. 


In June it strengthened to- an average of SR 5.2) = $1.00, due to the Hajj and to 
SAMA measures to restrict the availability of riyals. (These phenomena are dis- 
cussed elsewhere in this report.) 


CHART I 


ESTIMATED FREE MARKET VALUE OF THE SAUDI RIYAL IN AL-KHOBAR 
Sole FREE MARKET VALUE OF THE SAUDI RIYAL IN AL-KHOBAR 
(Monthly, 1956 through June 1958) 
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V. Prices 


Local wholesale prices during the quarter appear on the whole to have held 
steady, with the tendency more toward a decrease than an increase. As shown by 
the index number graphs which follow, the only construction material for which 
the wholesale price increased. was cement and the only foodstuff was rice. On 
the other hand, there were substantial decreases in the wholesale prices of 
reinforcing bar, metal pipe and lime (among the construction materials priced), 
and of lamb and fresh eggs (of the foodstuffs priced). 


By way of contrast, the Saudi Consumers' Price Index for June was within 
one tenth of one point of its all-time high (March 1958), and showed an increase 
in retail food prices of 3.4% over the May level. The increase in the food - 
component of the Saudi Consumers' Price Index was due primarily to increases 
in foods which we do not now price at the wholesale level, such as fresh fruits, 
vegetables and fish. 


(Price index charts appear 
on pages 10, 11 and 12 
which follow). 
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| LOCAL WHOLESALE PRICES OF BASIC FOODSTUFFS 


(Index numbers: Nov 25 1957 to Feb 10 1958 = 100) 


Jan | Fed | Mar | apr Iiey | dunt _ 390 — dan | Feb | Mar | apr may 1° gun | 
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Rice, Siamese Coffee, Harrari 
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LOCAL WHOLESALE PRICES OF BASIC FOODSTUFFS (Continued) 


(Index numbers: Nov 25 to Feb 10 1958 = 100) 


| Jan | Feb | Mar | Apr | May | Jun | | Jan | ven | Mar | Apr | May | Jun | 
- 100 - 


- 100 - 


Ghee, Dutch 5 





Tomato Paste 


Lamb 
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LOCAL iRICES OF CONSTRUCTION WATERTALS 
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VI. Local Profit Margins in Retail Trade 


A comparison of the wholesale food prices collected during the first half of 
the year with the retail food prices gathered during the same period for the 
Saudi Consumers' Price Index provides a fairly reliable indication of the extent 
of the gross profit enjoyed by local food retailers. Prices of the eight comparable 
food items indicate an average gross mark-up of })0-50%, varying from 33% on canned 
milk to 78% on Australian flour. 


These foods probably were imported with foreign exchange purchased through 
import licensing procedure at the official rate of exchange. Since November 1957 
merchants who obtained licenses for the importation of foodstuffs have been re- 
quired to sign a guarantee that they would limit their profit on imported foods 
to a maximum of 5%. Although the terms of the guarantee were not specifically de- 
fined, it would appear that the guarantors may not have complied with the intent 
of the undertaking they signed. 


Table IV 


COMPARISON OF LOCAL WHOLESALE AND RETAIL PRICES OF SELECTED FOODSTUFFS 


Prices are averages for the first six months of 1958 


Gross Retail 
Income Per 
Wholesale Gross 
Product Wholesale Price Retail Price Unit Profit 
Flour, Australian SR 33.29/150 lb. SR 1.58 per ruba' 3R 59.25 78% 
Sugar, British 70.09/100 kg. 1.96 per ruba' 108.03 ous 
Tomato Paste, 
Italian 35.06/200 cans 3.21 per dozen 53.50 53% 
Rice, Siamese 75.81/100 kg. 1.96 per ruba! 108 .03 43% 
Coffee, Harrari 452.08/160 lbs. 16.00 per ruba! 640.00 2% 
Tea, Calcutta 72.85/ 25 lbs. $16.00 per ruba! 100.00 37% 
Cardamum, Indian 371.03/ 28 lbs. 18,00 per pound 504.00 36% 
Ganned Milk, Dutch 32.40/96 cans 5.38 per dozen 43.00 33% 


4 


VII. The Pil & 


209,197 foreign pilgrims visited the country during 1377 pilgrimage season. | 
\This is three per cent less than the mmber of foreign pilgrims last year. We | 


| 
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estimate the amount of foreign exchange in various currencies brought into the 
country this year by the pilgrims at about $53.5 million, of which $3.5 million 
went directly to the Government in the form of quarantine fees. The remaining 

sum of $50 million was exchanged by the pilgrims in the free market. 


The Saudi Arab Government last year prohibited pilgrims from changing their 
foreign exchange in the free market and therefore secured for itself an estimated 
$y million in foreign exchange. By permitting pilgrims this year to change their 
money freely the Saudi Arab Government deprived itself of a substantial amount of 
foreign exchange. However, the influx of this foreign exchange strengthened the 
riyal, which may have been one of the motives behind SAG's action. 


The following chart shows the daily dollar value of one Saudi riyal in Jiddah 
before and during the pilgrimage for 1957 and 1958. In 1957 the Hajj was on 
July 7, and in 1958 it was on June 27. Pilgrim foreign exchange appears in the 
Jiddah market in significant amounts a month or so before the Hajj holidays. 
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VIII. Agriculture - if 


Farm output in the Qatif oasis in the April-June period was normal, since the 
locust invasion had been early and destroyed seedlings were replaced, In the al- 
Hasa oasis, on the other hand, the locusts killed virtually the entire spring crop, 
destroying all produce except musk mellons (which have a leaf the locust finds 
distasteful) and a limited quantity of squash and cucumbers grown in the protected 
garden of the Amir. About 15% of the al-Hasa date crop also was eaten by locusts. 
Locust damage at the al-Kharj farms was the principal reason for a drop in farm 
output during the first ten months of 1377, as compared with the first ten months 
of 1376, on the order of 18.5%. . 


IX. New Roads 


The Ministry of Communications has signed contracts for the construction of 
one thousand one hundred twenty seven kilometers of roads. Two of the scheduled 
roads, Riyadh-Marat (170 km) and Riyadh-Khurais (150 km), will: connect Riyadh 
with the Hijaz and the Eastern Province respectively. The remaining two roads, 
Medina-Tabuk (71,0 km) and Arafat-Taif (67 km), will connect the extreme north- 
western portion of the country with the Hijaz. 


Work on this network of roads was supposed to begin in July and to take be- 
tween 18 to 36 months to complete. 
X. Midec (Middle East Industrial Devel nt Projects ration 
Midec is a new international. company, with headquarters in Luxemburg. It has 
been formed by firms in more than 20 countries to assist the economic develop- 
ment of the Middle East. At a meeting on June 11 the capital of the corporation 
was increased from Sw. frs. 582,000.- to Sw. frs. 800,000. Among those who partici- 
pated in the increase of the capital are nine Saudi Arabian subscribers who in- 
vested a total of Sw. frs. 20,000. Mr. Ahmed Alireza (Managing Director of Messrs. 
Haji Abdullah Alireza & Co.) represents Saudi Arabia on the Board of Directors. 
The Saudi subscribers are: 
Haji Abdullah Alireza & Co. Jiddah : 
E. A, Juffali & Bros., Jiddah 
The National Commercial Bank, Jiddah 
Mr. S. Hussein Alatas, Jiddah 
Sheikh Ibrahim Shakir, Jiddah 


Abdulaziz and Mohamed El-Kherei.ji & Co., Médina 
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Abdelaziz and Mohamed al-Abdullah al-Jumaih, Riyadk 


XI, Saudi-Egyptian Trade Agreement 


On June 1), 1958, a new Sandi-Egyptian Trade Agreement was ratified by Royal 
Decree No. 1. ‘The agreement, which had been signed in February, is similar to 
other bi~lateral trade agreements to which Saudi Arabia is a party. It grants 
special exemptions and/or reductions in customs duties and import license require- 
ments for specific goods of Saudi or Egyptian origin traded between the two 
countries, defines the system of payments in accordance with the payments agreement 
of January 1955 and its amendments, and for the first time introduces petroleum 
into a Saudi bi-lateral trade agreement. 


According to the Bank Misr Economic Bulletin for March 1958, Egyptian exports 
to Saudi Arabia in 1957 were valued at LE 3.) million and imports from Sandi Arabia 
(mostly petroleum) totaled LE 6.0 million. The commodity trade surplus for Saudi 
Arabia therefore was LE 2.6 million, or nearly $7.5 million at the official Egyptian 
pound-US dollar rate of exchange. These figures do not reflect the very important 
"Invisible" aspects of Saudi-Egyptian relations, such as the Egyptian firms, teachers 
and technicians working in Saudi Arabia and Saudi investment in real estate in 
Egypt. ° ¥ 


According to Article IX of the Agreement, payment for Saudi oil exports to 
Egypt should be 50% in Egyptian currency and 50% in U.S. dollars or another cur- 
rency acceptable to the Saudi Arab Government. (The assumption is that previous 
payments.were in Egyptian currency only). It is clear from letters exchanged 
with the Agreement, however, that this payment arrangement is to apply in 1958 
only to petroleum exports in excess of 200,000 tons. From December 1957 through 
June 1958 Sandi Arabia exported under the terms of the new agreement about 11,000 
tons of crude oil. 
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QUARTERLY ECONOMIC REPORT | 
Third Quarter 1958 


During the third quarter of 1958, as in the second, the Saudi Government 
was active in the fields of planning and reorganization. It is not yet possible 
to forecast the trend of Saudi economic activity over the near future, since 
the Saudi Arab Government has not yet prepared its budget for the year 1378. 
Nevertheless, the Government did achieve visible results in its attempt to over- 
come the financial crisis: the riyal was strengthened, the financial position 
of the Sandi Arab Monetary Agency was improved considerably and the latest import 
licensing procedures were proved satisfactory. Economic activity slowed during 
the quarter, in part because Government agencies could not spend money in the 
absence of a budget and the business commnity was not anxious to spend riyals 
which it thought would increase in value during coming months. 

This report is divided into the following sections: 

I SAG Finances 
II SAG Budget 
III Retrenchment 
IV Economic Development 
V = Imports 
VI The Riyal 
VII Prices 
VIII The Port of Dammam 


Ix Cement 
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I. SAG Finances 


The Saudi Arab Government continued to focus its attention during the third 
quarter of 1958 upon the financial crisis. The riyal was strengthened, the 
allocation of exchange for imports improved and SAG contimed to hold down and 
even cut back expenditures. The funds held by the Saudi Arab Monetary Agency 
(SAMA) were increased substantially, as indicated below. By far the most important 
step, however, a prerequisite to success in attendant fields, has been the crea- 
tion of financial accountability. At the present time SAMA, backed by the Prime 

er, The King, and the bulk of informed public opinion, has firm control of 
Government funds and will release monies only in accordance with existing financial 
and budgetary ‘regulations. If this fundamental gain can be retained, and con- 
fidence in SAG financial administration restored, Saudi Arabia may enjoy a sound 
economy relatively soon. 





When Anwar Ali became Governor of SAMA on April 1 of this year, SAMA had in 
itis vaults virtually no pilgrim receipts whatsoever. In addition, it.was over- 
drawn in the commercial banking system in Arabia, At the present time SAMA has 
substantial cash-on-hand, and millions of dollars in balances held abroad. How 
has this been accomplished? 


Present SAMA holdings have been built up by the exercise of restraint in new 
commitments, by the substitution of cash for credit in exchange transactions, by 
ignoring certain debts and by fiscal operations whereby SAMA has purchased riyals 
at the open market rather than at the official rate of exchange. We estimate 
SAMA sales of foreign currency at the free market rate of exchange in accordance 
with the following table: 


ESTIMATED SAMA OPEN MARKET OPERATIONS 





~~ n ons -- 
Foreign ( SR Value Difference 
Exchange SR At Official Col. 2 = Gol. 3, 
Seld Received Rate).. in SR). 
a a = oe ee Es TGS ‘Ses Wiese 
July $ 15 82.5 56.25 26.25 
August $ 1 77.0 52.5 hed 
September $1 59.5 41.25 18,25 
Total $ 0 219.0° 150.0 69.0 


The figure shown in column } in the table above would measure the estimated 
SAMA gain by exchange if SAMA could sell its riyals against foreign exchange at 
the official rate. In fact, SAMA did sell Aramco SR 17.85 million at the official 
rate during the July-September period and therefore realized a gain by exchange 
at least to that extent. Moreover, since SAMA income largely is in foreign ex- 
change and SAG expenditures have a large riyal component, SAMA may be able to 
"sell" riyals to SAG ministries at the official rate and gain additional funds 
by exchange. 
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SAMA not only sold an estimated $0 million this quarter at the free market 
rate, but it also sold or committed $19.6 million (SR 73.5 million) at the offici 
rate, for licensed imports. The present SAMA riyal cash position is on the order 
of SR 60 million -- a far cry from the bankruptcy of six months ago. In addition, 
since. in the absence of a budget SAMA has not been releasing funds to SAG com- 
ponents, there is a sizeable current balance in foreign currency. 


The imppeved position of SAMA is not an unmixed blessing as far as the Saudi 
business commmity is concerned. There are increasing complaints about the 
scarcity of riyals, due to the virtual moratorium on SAG payments, to SAMA riyal 
acquisitions and to the reluctance of certain large holders of riyals to exchange 
them for foreign currency at a time of riyal appreciation. Credit also has been 
reduced substantially because of SAMA policy and because few people want to commit 
themselves to make future payments in riyals which may be worth more in the future 
than they are at present. The result of this decrease in the means of payment has 
been a general slowdown in economic activity, construction in particular. There 
also has been a drop in land value, especially in Riyadh. 


SAG officials usually say that they plan to return the riyal to its official 
value, $ .27. It is proper that officials should speak in these terms (whatever 
the actual plan) but the logic of the situation argues against a twerity-seven 
cent riyal. The most important reason for this is that currency stabilization 
cannot be the only aim of Government economic activity. Economic development is 
of overwhelming importance to Saudi Arabia, but it would be severely handicapped 
if the country returned to a $ .27 riyal, since the price of labor and other local 
resources would tend to remain at the levels to which they have risen on an $ .18 
riyal., Moreover, SAMA support for an appreciating riyal may become increasingly 
more costly and it will be increasingly less profitable from the point of view 
of exchange gains. It seems likely that SAMA will contime to support an appreci- 
ating local currency until the riyal has reached a convenient value at which it 
can be stabilized with relative ease. When that rate has been reached, formal 
devaluation will be logical. 


The value of the riyal, as these reports have pointed out, is not the funda- 
mental economic difficulty in Sandi Arabia; it is am effect rather than a cause. 
se, the riyal therefore is not in itself a solution to economic crisis. 

The Goverment realizes this and essentially is attempting, through riyal apprecia- 
financial. accountability and other ways as well, to inspire confidence in the 
economy and the Government on the part of businessmen and others in the Kingdom. 
The hope is that as confidence increases the private sector of the economy will ex- 
pand its activity, funds now hoarded or abroad will be invested in new enterprises 
within the country, and Saudi Arabia will thrive. 





I, SAG Budget 
The SAG budget for the year 1377 valy 5 28, 1957 through July 17, 1958) was 
prepared with the assistance of Dr. Ahmad Zaki Saad, a Governor of the World Bank, 





last January. Dr. Saad later left Arabia, but returned in March 


topatbar with Armrar Ali, Director of the Middle Eastern Department of the Inter- 
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One of their first tasks was to counsel SAG with regard to a budget for the year | 
1378. They had hoped to complete and publish the budget before the beginning of | 
that year. The budget has been a principal consideration of a sub-committee of 
the Council of Ministers for several months, but it has not been published to date, 
presumably because interested parts of the Saudi Goverment have not been able 

to agree upon a single document. There seems to be reason for the current belief 
that agreement may be reached and the budget published within the month. 


The principal stringency associated with the budget is that it is to be the 
basis for rigid control of SAG finances by SAMA. All parts of the Government 
therefore are particularly anxious to obtain favorable budget treatment. In the 
current interim period, SAMA is refusing to pay out funds on behalf of the ministries 
or the Royal Family except (a) for salaries and (b) for special or urgently needed 
supplies, such as spare parts, in which case the signature of the Prime Minister 
himself is required. 


The deliberations of the Council of Ministers naturally are secret, but there 
nevertheless is a good deal of speculation in the market place with regard to the 
current status of budget negotiation. Plausible informants believe that the bud- 
gets of the various ministries already are fairly firm, with most ministries to 
receive funds about equal to their appropriations in the 1377 budget. The princi- 
pal subject under current discussion is said to be the appropriation for the King 
and the Royal Family. According to one informed source, the latter controlled 
SR 650 million last year and are to be reduced this year to SR 300 million: 

SR 120 million for personal expenses and SR 180 million for the mujahidin, the 
tribes and other traditional expenditures. While speculation of this nature may 
not be meaningful in its details, it does highlight an important and new character- 
istic of informed Sandi Arab public opinion: virtually everyone believes that the 
King and the Government seriously intend to introduce and maintain firm financial 
accountability. This is a significant step in an underdeveloped economy. 


This particular budget is a very important matter: it will demonstrate the 
extent to which SAG is seriously in pursuit of reform. Will the principal cuts 
be made in the appropriations for the Ministries of Health and Education, or in the 
appropriations for the Royal Family? What is the posture of the Government with 
regard to the Ministry of Defense? Only fundamentally new answers to these 
questions can contribute to the rapid economic improvement of the Kingdom. 


One of the minor reasons for the delay in budget has been the failure of 
Aramco production, and therefore payments to SAG, to keep pace with earlier fore-' 
casts. The Government therefore has been forced to tailor its budget to a cloth 
of decreasing size, 


III. Retrenchment 


As these quarterly reports have pointed out, it is only recently that the 
Saudi Arab Government has given evidence of realizing that an unbalanced financial 
position can be improved not only by increasing income but also by decreasing 
outgo. It therefore is particularly satisfying to the Saudi Arab public to be | 
able to see examples of retrenchment in the level of.Government expenditures. Some) 
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| of the steps taken during the third quarter to curtail SAG expenditures are in- 
dicated below: 


1. The Ministry of Finance and National Economy abolished many 
of its offices, including the Deputy Ministry in the Eastern 
Province and most of the al-Hasa Treasury at Hofuf, 


2. The King cut his own expenses drastically. He has given up his 
Private Bureau in Jiddah and most of his guest houses. He is 
attempting to sell property on the East and West coasts of the 
Kingdom, including his compound in Dammam. Expenses at Nasiriyah 
Palace have been cut; the grounds no longer are lighted during the 
daytime. Steps have been taken toward having al-Kharj farms run 
as a business venture, by a concessionaire. 


3. In the past, large sums were allotted to "White Army" centers or 
commanders who were not asked to account for the use of the funds, 
Now the White Army also is to have a budget. and salaries are to be 
paid directly to the individuals concerned. 


h. The Ministry of Education has cancelled the financial grant of 
200 Egyptian pounds per student which previously was given to Saudi 
students studying in Egypt at their own expense. 


One high-ranking SAG official recently said that while it is difficult to 
compile an impressive list of retrenchment activities, since each saving in itself 
is small, the overall effect of current expenditure curtailment is impressive. 
"You might put it this way," he said. "In the past the Royal Family contimously 
was buying cars. Now the Princes are running around trying to find spare parts." 


IV. Economic Development 


Economic Development costs money and therefore is the antithesis of the cur- 
rent of present SAG endeavour. The subject nevertheless is not being ignored by 
the Council of Ministers, which has been considering for the past two months several 
basic changes in the structure of Saudi Arab Government to include inter alia the 
establishment of a Development Board. This is the first time that the development 
authority approach to economic growth has been considered in detail by the highest 
echelon of the Saudi Arab Government. 


The Development Loan Fund, an agency of the United States Government, has in- 
dicated some interest in the economic development of Saudi Arabia. Several Saudi 
ministries have suggested to the Council of Ministers proposals which might in- 
volve Development Loan Fund assistance. If any of these proposals is approved 
by the Council of Ministers, it will be submitted to the American Embassy for trans- 
mission to the Fund through the International Cooperation Administration. 


As an additional comment it may be noted that although development work of 
/the Central Government has been slowed perceptably, the Municipality of Riyadh 
|continues to build apace. The financing comes in large measure, of course, from 
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the Aramco loan. ~~ | 


Wie Imports 


Royal Decree 7/39, of Ilay 25, 1958, continues to re;ulate imports into Saudi 
Arabia. It is described in our last quarterly report. 


Foreign exchange at the free market rate was freely available for unlicensed 
imports during the third quarter of 1958 through the banking system and the money 
changers. In other circumstances the stability of the rate might have encouraged 
increased import activity. Import commitments probably slackened during the quarter, 
however, for the following reasons: 


(a) Merchants believed that the riyal would continue to strengthen 
and therefore hesitated to buy foreign exchange at the free market 
rate, particularly for goods which might not arrive in the Kingdom 
for several months. 


(b) There was a shortage of money and credit in trade circles, in 
part because the Sandi Arab Monetary Agency was purchasing and 
freezing riyals, and in part because in the absence of a current 
budget Government agencies were unable to spend money. 


(c) The importation of vehicles was banned, and there was general 
belief that the ban would be extended for another six month period 
when the first period expired in November. 


(ad) New import commitments normally slacken in the months following 
the hajj, which this year was in June. 


The present system for allocating foreign exchange at the official rate of ex- 
change is an improvement of past allocation attempts. Licenses were iSsued under 
the present system for the last quarter of 1377 (which ended on July 17) and li- 
censes for the first quarter of 1378 probably will have been issued by the time 
this report appears. Thus for the first time since licensing was introduced about 
two years ago, and in part because no licenses at all were issued for the third 
quarter of 1377, SAG impert licensing procedures now are current. 


The quarterly allocation of foreign currencies at the official rate of ex- 


change now is apportioned by commodities and districts in accordance with the 
following table: 


\ 
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LICENSED RTS INTO SAUDI ARABIA, BY QUARTER | 


ons oO 
Jiddah Riyadh Dammam Total 
Foodstuffs 6.6 he7 2.8 1he1 
Inexpensive Textiles Let Le? a 367 
Certain Capital Goods Ae) 05 3 1.4 
Medicines 22 _ol, ad an 
Total 91 6.5 4.0 19.6 


The figures in the table are approximate, due to rounding, but the actual 
scheme of allocation is a precise reflection of Sandi import experience in the years 
1373-1375 as recorded in published SAG customs statistics. The allocation for 
capital goods is 22% for agricultural machinery and 78% for industrial plant and 
equipment. 55% of the textile allotment is for cotton goods, 5% for rayon. 

Money allotted for foodstuffs is divided into three principal categories: 5% 

for live sheep, 24% for perishables and 71% for grains and staples. The perish- 
ables are further divided into 21 sub-categories, and there are 15 allocations for 
grains and staples. Thus there is a specific allocation for sesame seed, coconut 
oil, onions, barley, cardamum, and so forth. The specific allocations are meant 
as guides only, and if no one wishes to import split peas, millet or fresh meat, 
for example, (as was the case in Riyadh) the funds for these items may be used 

for others. 


Import licenses are granted by offices established in the three principal 
administrative centers of the Kingdom. Those in Jiddah and Dammam appear to be 
working in a satisfactory manner. The Riyadh office, under Abd al-Aziz al-Qadhi, 
has been unable to function properly, due to the various cross-currents of 
political and social pressure in the capital city. Mohammed Bey Hilmi Junainah, 
the Comptroller General of Imports, went to Riyadh himself in early October, in 
order personally to write out the import licenses to be issued there, 


The principal complaint against the present licensing system is voiced by 
merchants in the Hijaz and in the Eastern Province, who claim that the allocation 
for Riyadh is too large. There is some merit in this view from a historical view- 
point, but coastal merchants are unduly optimistic if they really believe that 
there will be a change. The Comptroller General is not concerned on this score, 
for he believes that imports -- like water -- will find their own level, and that 
any Riyadh imports surplus to Riyadh needs will be marketed elsewhere. 


The informal prohibition against the importation into Sandi Arabia of goods 
produced in Soviet block countries was cancelled at the end of September. This 
unofficial ban had been in effect for about a year. 


Saudi statistics reproduced in the following table show a continuing high 
level of imports. It will be seen that virtually the entire increase in 1377, as 
jcompared to 1376, was due to the increase in the imports into the Eastern Province. 
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IMPORTS INTO SAUDI ARABIA, BY VALUE 

















n ons oO au yas 
Eastern Northern 
Jiddah Province Area Total 
Arabic Month T376 #1377 
£ HOw 5u.5 22.1 3257 Set 5.4 The7 92.6 
iT 3709 379 22.8 32.5 h.O 5.0 6.7 T5 4 
Til Wye6 §=339-3 15.2 25.9 hed 5.5 6.7 70.7 
IV 29.8 33.2 16.4 28.5 he7 78 50.9 69.5 
V 28.2 31.3 12.5 25.5 eS 5.8 52 62.6 
VI 31.7 dyhe6 25.8 31.6 Tol 0 6329 80.2 
VII 7.6 39.8 25.2 27.4 Sel 3a) 78.2 70.6 
VIII 37-6 ©=. 37.8 2722 0«= 275 5.6 5 70.4 69.0 
IX 46.6 35.0 30.3 2.8 4.6 8.) 81.5 70.2 
x 45-7 = HOw 16.1 29 31 2.6 hed 67.9 
pa 9.6 52.1 18.5 25.3 he? 253 72.8 197 
XII 34.0 36.6 9 1,8 1.3 1.5 58.5 59.3 
Total 482.7 482.5 254.3 329.8 536k 55 ey 790.4 867.7 
Total, in 
Dollar Equiv. 128.7 128.7 67.8 87.9 14.3 14.8 210.8 231.) 


VI. The Riyal 


During the third quarter of 1958 the free market value of the Saudi riyal 
remained quite stable. The short-run tendency clearly is toward strengthening. 
The cause is the sale of "free" riyals by the Saudi Arab Monetary Agency at SR 
5-11-00 = $1.00, beginning in mid-July, and at SR 5-09-00 = $1.00 after September 
18. <A further slight increase in the amount of foreign exchange which SAMA will 
pay for riyals may be expected around the end of October. 


AVERAGE FREE MARKET VALUE OF THE SAUDI RIYAL IN AL-KHOBAR 


SR Per Dollar Dollars Per SR 
July 5.52 181 
August 5253 181 
September 5.9 -182 


VII. Prices 


Wholesale prices in the local area probably would have been fairly steady 
throughout the quarter had it not been for the imposition of price controls in 
| July. Controls were established following a flurry of consumer buying occasioned 
“by the revolution in Iraq and the movement into the Middle East of British and 
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American troops. Prices were fixed in such a way that wholesalers were to receive 
more money than previously, but retail prices were to be unchanged or lower. 
Fortunately for local retail merchants, who apparently were to give up about 90% 
of their normal profits in order to pay for the scheme, conditions in Iraq, Lebanon 
and Jordan soon stabilized, scare-buying in Saudi Arabia ceased, and the idea of 
price control passed into oblivion. 


In Riyadh the Mayor called in a few of the larger merchants and urged them 
to keep prices stable, which they did. 


No price controls were established in Jiddah, except that import authorities 
decided to grant licenses for the importation of live sheep only to importers who 
would guarantee to fix the retail price of mutton at SR 5 per oka in Jiddah, 

SR 54 in Mecca and SR 6 in Tayif, Medina and Yanbu'. This is the equivalent of 

SR 7.2 - SR 8.6 per ruba', which compares with a current price in the Eastern 
Province of about SR 16 per ruba'. Only one importer accepted the price fixing 
stipulation and received an import license from Jiddah. We understand that lamb 
bones and fat now sell freely in Jiddah for SR 5 per oka, and that the retail price 
for meat is about SR 7-8. 


Charts which reflect movements of wholesale prices in the local area will be 
found on the following two pages. 
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LOCAL WHOLESALE PRICES OF BASIC FOODSTUFFS 


(Index Numbers: Jan. to June 1958 = 100) 
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Milk, canned 


Coffee, Harrari Tomato paste 


Tea Sugar 





Lamb 
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LOCAL PRICES OF CONSTRUCTION MATERIALS 


(Index Numbers: Jan. to June 1958 = 100) 
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VIII. The Port of Damman 


In September the Saudi Government received a detailed engineering study of 
proposed improvements to the Port of Dammam. The principal addition is to be a 
new pier, 600 meters long, to accommodate three large or four medium sized ocean- 
going vessels. The pier, together with lighting, cathodic protection, improvements 
in approaches to the harbor, and other subsidiary work, is to cost $14.9 million 
of the money set aside by the United States Government when the Dhahran Air Field 
Agreement was extended in the Spring of 1957. Since a substantial portion of the 
work will be done by local contractors, the project -- when it gets under way -- 
will not be without effect on the local labor market. 


IX. Cement 


The Arabian Cement Company at Jiddah began test production in September, with 
output varying initially from 170 to 318 tons of clinker per day. The normal pro- 
duction of 300 tons of cement per day should begin soon. Initial tests confirm 
the fuel economy expected of the installation: a net of 800 kilocalories per kilo- 
gram of clinker, as compared with a United States average approximately 1100. Since 
fuel accounts for about 1/3 of the cost of finished cement, and the crude oil and 


diesel fuel used is very inexpensive, there is reason to expect that the plant willl 
be successful financially. 


The Arabian Cement Company plans to sell to all customers for cash only. Cement 
in lots of 100 tons or more will be sold on site (ex works) at SR 85 per ton, or 
SR 4.25 per bag. At the present time the cheapest cement available in Jiddah, of 
Egyptian manufacture, costs SR 5 per bag wholesale or SR 5.25 per bag retail. 


Some construction activity can be observed at Jadidah, twelve kilometers north 


of Hofuf, the side of the Saudi Cement Company which hopes to begin operations 
within two. years. 
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SUBJECT: Eeonomic Survey of Eastern Province for October 1958 iz o ‘ 


| 
| NOFORN 


The following information has been excerpted from the monthly report of a 
locally- based cg 1 banking official to his home office. As requested in 
the despatch to ch reference is made above, the Consulate General is still 
desirous of learning whether or not the Department wishes to receive each of 
the monthly reports. KEP oe oa 


I. GOVERNMENT. 


The attention of the Saudi government continues to be focussed on a solu- 
tion of the financial crisis. One of the first steps taken some time ago towards 
a solution has been to subject the government expenditures to a rigid control 
by the Monetary Agency. This control will continue to generate a financial 
accountability which is a novelty in this country, and which is seen by many as 
the most important aspect of the moves of the last six months. 


esei-21/oo‘vess 


II, FINANCE. 


Ae Budge 3 


Under the present circumstances, particular importance is attached to the 
budget for the year 1378, which commenced 18th July, 1958. Although a delay 
in the publication of the budget occurred every year, the budget for 1377 
being published in January 1958, i.e. more than 5 months after the beginning of 
that year, the present delay is considered serious since it seems to have been 
the object of Dr. Ahmad Zaki Saad, a governor of the World Bank and principal 
adviser to the government, to publish the relative budget before the beginning ~ 
of the present year. . Le 


B. Monetary Policy. \ ee 

¢. a 

The Monetary Policy remained unaltered. From time to time rumours are]: ,. [E7 
spread that the Monetary Agency intends to introduce a compulsory cash resex¥e 4 
to banks in this country, and this move is seen as a further step towards the , 
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reduction of money in circulation. Under present circumstances, such a squeeze 
would certainly cause great difficulties to a mumber of the local banks. In view 
hereof, one might be sceptical about the possibility of putting a sound theory 
into practice at the present moment. It should be considered more likely that 
the Monetary Agency will merely advise banks to maintain a certain ratio between 
cash resources and liabilities. 


Cs Money Market. 


Money remained tight throughout the month. Almost without exception the 
clearing continued to be in favour of the European banks. 


III. EXCHANGE MARKET. 
A. Sukh rates: (capital transfers etce) 


The market remained dull throughout the month. The rates kept the same 
level as the rates for free imports (see below) during the first half of the 
month. Due to persistent rumours of an impending move by the Monetary Agency 
to further strenghten the riyal by officially lowering the rates of exchange for 
free imports, the sukh rates dropped in anticipation, resulting in a rather 
phenomenal -circumstance whereby riyals available for capital transfer were 
dearer than riyals utilised for the payment of free imports. Very few trans- 
actions were made, however. 


At the end of the month sukh rates were quoted as follows: 


LB = 14.95 - 15.05 100 Lebeh = 2658 - 191 
1$ = 5.37 - 5el0 100 IRs. = 112.20- 112.5 


Note: reference is made to the similar paragraph of our last market report in 
which a rumour was given to the effect that the Monetary Agency would have 
decided on the release of US$ 2 m/m to sukh dealers. On investigation our 
Djeddah office found this rumour to be baseless. 





B. Free Imports: 


The rates remained unaltered during the months. Due to the depreciation of 
foreign exchange in the sukh, importers showed themselves reluctant to cover 
their requirements at the present rates, which are as follows: 


Bank'ts buying rates: Bank's selling rates: 
L& = 15.05 1m = 28.2% 
1$ = 5el09 1$ ~ 5 0h32 
The Monetary Agency 100 IRs. = 113.352 
sells b & $ only. 100 Lebh = 171.899 
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Although the general expectation of banks and merchants, that a further re- 
duction of the rates would be made during October, has not been fulfilled, there 
seems reason to believe that a reduction cannot be postponed much longer. 

C. Licenced Imports: 

Bank's selling rates remained as follows: 


1& = 10.409 100 IRs. = 680 
1$ = 3.773 100 Leb = 123.456 


1V. TRADE. 





A. Free Imports: 


The downward tendency of the foreign exchange market developed a general 
reluctancy on the part of importers to spend riyals which might become more 
valuable in the near future. Activity is accordingly restricted to goods 
whose demand is sufficient to overcome a possible loss of exchange. 


The recent withdrawal of the ban on imports of goods from behind the Iron 
Curtain caused a flurry of enquiries on,export-houses in that part of the world. 
There seems to be no doubt but that this move stimlated a wait and see policy 
in respect to new imports. 


B. Licenced Imports: 


The issue of licences for the first quarter of the current Arabic year 
1378, corresponding with the period 18th July 1958 - lth October 1958, has been 
finalised. It is reported that the total amount of licences issued is His. 
14,835.000 as compared with a total of Rls. 14,625,000, which was allocated for 
the previous quarter. The difference, Rls. 210.000, was allotted for the import 
of drugs and medicines. 


It appears that the total amount allocated has been divided as follows: 


Foodstuffs : Rise 10.5 m/f 

Inexpensive textiles g bad 3 

Certain capital goods : " 1 m/n 
3 


Drugs & Medicines e 0.5 up 
Se m, 
No date has been fixed for the issue of licences for the second quarter, 
commencing 15th October, 1958; however, applications already are being submitted. 
C. Local Market: 


| The stocks of the main commodities appear to be sufficient to meet the 
__present demand, Prices remained fairly stable, with the exception of prices for 
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foodstuffs and drugs and medicines which show a slight downward tendency. 


The withdrawal of the ban of imports of goods from countries behind the 
Iron Curtain does not appear to have effected the local price level. 


FOR THE CONSUL GENERAL: 


Charles B. nla tergose? 


American Consul 


cc: American Embassy, JIDDA 
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The large and powerful Jidda merchant family of Alireza engages in diverse 


Saudi Arabia. (Some idea of the s@epe of the business operations of the firm 
Haji Abdullah Alireza and Coe, the largest business activity of the family, 
may be secured from the revised World Trade Directory Report on the firm dated 
December 9, 1958s) 


During a recent discussion with the Director of the company, Shaikh Ahmed 
Alireza, the reporting officer secured current information on several business 
matters in which the company has an interest, namely: a) the possible entry 
of private capital and management into Saudi Arabian Airlines, until the 
present a 100% Government operation; b) difficulties of Jidda Electric, of 
which Shaikh Ahmed is Chairman of the Board of Directora, in securing payment 
of electricity bills from Saudi Arabian Airlines; c) the renewed interest of 
Raymond rg ag in the Dammam ‘Port Expansion Project and the receipt 
of a request the Aliresas from Raymond to reestablish a previous working 
arrangement; and d) the efforts of the Alirezas to arrange for the Saudi 
Arabian Government to settle its indebtedness to the Mackay Radio and Telegraph 

yp Ince A memorandum of conversation covering the salient points made 
by Ahmed is attached as an enclosure. This information supplements 
recent Embassy communications with the Department on the above subjects. 
Appropriate references to. previous reports are lis in the enclosure. 
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MEMORANDUM OF CONVERSATION | 


Participants: Shaikh Ahmed Yusuf Alireza, Director 
Haji Abdullah Alireza and Company 
William D, Toomey, Second Secretary 
American Embassy 


On the morning of December 29, 1958 the reporting officer called on the 
prominent Jidda businessman Shaikh Ahmed Alireza. Salient information secured 
from Shaikh Ahmed during the ensuing discussion follow: 


1. Commercial Participation in Saudi Arabian Airlines: 


Discussions between members of the. Alireza family and the Saudi Government 
on commercial participation in the operation and ownership of Saudi Arabian 
Airlines are wel] advanced. The Alireza#- have proposed a reerganization of 
the airline with 60% ownership vested in the Goverment and 0% to be suscribed 

through a public steck issue. The Goverrment has a statement of 
assets which shows the total value of the airline at 5 millgon. This sum 


ineludes real. pos 4 “the Goverment dons spare parts and aircraft. The Alireza’ 
donate fixed real estate such as hangars and ° 


have 

air tern bw for other equipment and parts for a 
peste tan @ mils oocit wetng tie GU of the abcde dean te an 
estimated $5 on, the value of the aircraft now operated. This 
sum could be more easily ma ha Page pee ote scnage h Further, a low book 


value would permit investment during the first s of the 
jeint yoy which “wae 1 wanally © stimulate interest among private investors. ») 
Shaikh Ahme 


sdiiag mare parte te the asahe of tie iGjahes Tur pampeite of the ctool: ia50s. 
He is also that neutral appraisers be engaged. to make an independent 
audit ef the ts financial statement. Shaikh Ahmed also said the 
Government had promised to guarantee a 5% profit annually whieh should encourage 
response to the steck subsaription. Amether unreselved problem is the 

is ef the propesed Beard of Directors. The Alireszas are insisting on 





A Beatie eatalinen wat’ chteer ame ox efter counter 
Wille he 1s optinistie thet eventually the character of the airline 


revetues whieh could be derived from an efficiently operated airline, efficiency 
this case being synonymous with private contrgl. (See Bnbtel 571 of 


2e Saudi 
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2. Saudi Airline Electricity ¥ills 


The reporting officer expressed the appreciation of Ambassador Heath 
for the decision of Jidda Electric, of which Shaikh Ahmed is Chairman of the 
Board of Directors, to turn on the electricity of Saudi Airlines. Shaikh 
Ahmed said that inasmuch as Prince Faisal had given personal assurance the 
electricity bills for the past three years will be paid shortly he did not 
intend to cut off the electricity again. He said he did not wish to work 
any hardship on the American empleyees of the Airlines nor impair maintenance 
operations but the stockholders of Jidda Electric were becoming highly critical 
of the Board of Directers and the Board had been forced to take drastic action 
to get the Goverment to at least admit the obligation. Thanks to Ambassador 
Heath*s assistance Shaikh Ahmed said he now thought the Goverment would pay 

bill. He has received assurances from the Governor of the Seudi Arabian 
Meethazy ’ » Auwer Ali, that the International Monetary Fund advisors will 
recommend se nt of all private foreign debts immediately. Anwer Ali has 
adequate reserves to make these ts, according to Shaikh Ahmed, (See 
Eimbtel Noe 585 of December 13, 18580) 


3 Dagan Port 


Shaikh Ahmed said he had just received another telegram from General %. 5. 
Talley of Raymond International. General ‘alley is anxious for the Alirezas 
to reopen negotiations with Minister of Commmications Prince Sultan to secure 
a contract for Raymond to construct additional Dammam Port facilities and 
purchase railroad equipment for which the UeS Goverrment has made the sim of 
$20 million available. ‘Shaikh Ahmed again (see Emb. airgram };] of Dec. 16, 1958) 
expressed chagrin that Raymond had associated itself with Bechtel in International 
Engineering Management, Ince when the Alirezas had advised against it. This 
move would have cost the Aliresas commissions for previous work done for 
Raymond on the port project if the Bechtel group had secured the Dammam contract, 
which they have note In Shaikh Abdullah's opinion, Brown Engineers International, 
the Saudi nominee for the port project, will secure the contract and there is 
no point in wasting more time promoting the Raymond.cause. Even if the U.S. 
Govermment should object to Brow Engineers International, the Saudi Government 
will stick by its choice and in some way Brown will do the work. It is a 
question of "face" with the Government, Shaikh Ahmed cencluded. (See Emb. 
Airgram Gehl of December 16, 1958, Embtel Noe 550 of December 3, 1958 and 
Noe 611 of December 23, 1958.) 


le Indebtedness of the Saudi Government to Mackay Radio: 


The reporting officer showed Shaikh Ahmed a letter he had just received 
from Mr. Ce R, MePherson, Vice President of Mackay Radio, concerning the long- 
standing indebtedness of the Seudi Government to Mackay and asked if the 
Alirezas, as the agents for Mackay, has made any progress in their efforts to 
collect the sum of $225,576. Shaikh Ahmed said he would send the Embassy a 
copy of a letter he had received from the Minister of State for Financial 
Affairs, Shaikh Abdullah bin Adwan, stating this obligation had now been 


brought to the 
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brought to the personal attention of Prince Faisal. Shaikh Ahmed said he 
expected payment would finally be made on this claim "in the first months of 
1959". It was agreed that the Embassy should not take any further action 
unless the entreaties of the Alirezas were unsuccessful, except to inform 
Mre McPherson of the status of the case. (See Department A~105 of June 21, 
1957 and Embtel 566 of December 17, 1957¢) 
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The following despatch consists of excerpts from the CONFIDENTIAL monthly 
economic report for November made by a local banking official to his home office. 
Arrangements have been made to procure copies of the monthly report on a regular 
basis, if desired by the Department; therefore an end-user evaluation of the in- 
formation is requested by the Consulate General. 


| NOFORN 


“ "GOVERNMENT, ' 


"There is no doubt that the rapid expansion of the oil income in the years 
after the world-war raised illusions of an ever growing oil-economy. Present 
prospects for the next year (see oil-production) will certainly have caused a 
feeling of disappointment. Coming at the present time it may be that it will 
underline the importance of a strict observance of the means which have been 
adopted to preserve the country's income of foreign exchange. 


“Although the steps, taken in this connection thus far have been directed 
to the immediate restriction of the consumption of foreign exchange, rumors may 
be heard from time to time which point to official attention being paid to means 
of indirect restriction by the establishment of home-industries for certain 
essentials. It would appear that the Government has decided to entrust this 

gram of economic development to a Development Board set up for this purpose. 

ehéd: by the experience of othef underdeveloped countries the realisation 

ought to be present, that such a program will need substantial foreign aid and 
technical know-how. Moreover, since the wage-level prevailing in this country 
during the last years makes the usual economical advantage of industrial expan- 
sion at least doubtful, it seems unlikely that foreign private enterprise will 
come forward for this purpose. It is therefore heartening to note thatthe 
Development Loan Fund, an agency of the U.S.A. Government, appears to have 
indicated a willingness to study the relative proposals. 
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| It will be remembered that this country's financial difficulties havé-peen 
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caused by extravagant internal financing over the last years, which led to a 

| hugh unproductive debt, the service of which is beyond the country's normal 
exchange resources. To 'remedy' this shortage measures were taken during 1957 
which virtually amounted to a ‘standstill agreement' on external debts. How 
ever, this policy was reversed during the first half of the current year when a 
more or less moratorium on internal debt was introduced. A short while later 
the concept-budget, was presented. Although this concept cause some arguments, 
it is believed that it was generally received as wrkable, except for the fact 
that no, or at least insufficient provision, had been made for certain debts 
which had piled up in the meantime. 


{ 


"Signs are now that the fiscal authorities have agreed to delay the effec- 
tive date of the budget by switching from the Arabic year to the Gregorian year, 
At the same time a compromise seems to have been reached on the payment of debts 
incurred up to now. Publication of the budget is expected in January next. 

(See ConGen Despatch 273, danuary , 1989, for clarification.) 


"Monetary Policy. 


"When the Governorship of the Saudi Arabian Monetary Agency (SAMA) was en- 
trusted to Anwar Ali, Director of the M. E. Department of the I.M.F. in April 
last, the currency cover in gold, silver, US$ and & had reached a low of pre- 
sumably not more than 0%, although the percentage of cover required by law 
would seem to be 100%. 


"Considering that present rumours indicate that the cover held at present 
would be close to 60% the progress made during the last eight months would seem 
impressive indeed. A study of the means by which this has been achieved may 
throw a different light, however. Although certainly a mmber of steps have 
been taken'in the right direction, there is no doubt that a settlement of immedi- 
ate debts would reduce the present percentage, since it appears likely that the 
existing debts have not been discounted in the SAMA calculations leading to 
that figure, whereas settlement will be tantamount to an increase of money in 
circulation. 


"The decision to give priority to the settlement of the external debt 
will certainly benefit the country since it will ultimately not only attract 
much needed credit, but has probably led already to a realisation on the part of 
the SAMA that foreign exchange sold to trading-banks for the financing of licensed 
imports can serve a more useful function to the country with those banks than 
when kept on SAMA account. 


"Money Market: 


"Money remained tight throughout the month. In general the clearing continued 
to be in favour of the European banks. 


"EXCHANGE MARKET, 


| “Exchange Control. 


"Before an appraisal on the future value of the riyal can be attempted, 
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| note should be taken of the fact that the exchange restrictions at present in 
force apply only to a part of the country's exchange market, i.e. only to the 
foreign exchange allotted by SAMA to the banks at the official rate. Since this 
foreign exchange can only be applied for payment of a limited number of essen- 
tial imports (see Licensed Imports) the total value of which will probably remain 
below 30% of the yearly income of foreign exchange, it would seem safe to say 
that, given a static flow of oil-income and a determination on the part of the 
authorities to enforce the present policy, chances are that sufficient exchange 
will always be available for licensed imports into the country. 


"The real danger to currency stability lies in the free market sector. 
Since a substantial disparity between official and free rates is obviously un- 
desirable, the authorities are engaged in an attempt to put pressure on the free 
rates by SAMA sales of foreign exchange to banks at free rates. Considering 
that the exchange purchased has to be paid for in cash, it is not surprising 
that the tightness of the money market weakens the free rate. 


"However, it is difficult to see how tightness of money can last in a 
country whose target is speedy development, whereas any substantial relief is 
bound to have its effect on the free market, the existence of which is to be 
seen as a conditio sine qua non in an economy whose main participants prefer to 
hold at least part of their assets abroad. Furthermore, the official sanction 
to the export of capital through the free market and the absence of any regula- 
tion against the granting of overdrafts to foreigners leave the door wide open 
to speculation against the currency by national and foreigner alike. 


"The above dangers ought to be underlined because of the vulnerability of 
this economy which is almost entirely dependent on one source of income (see 
oil production). 


"Sukh rates: (capital transfers etc.) 


“The market remained dull throughout the month. In anticipation of SAMA 
reductions of the free market rate (see below) sukh quotations continue to show 
a discount. At the end of the month rates were quoted as follows: 


1B = 14.75 - 14.85 100 Leb.& = 166 - 168 
1$ = 5.27 - 5.30 100 IRs. = 110 - 111 


tree import rates: 


"These rates are fixed by SAMA. In consequence of the present policy to 
reduce the disparity between official and free rates, the latter have shown a 
downward tendency. The first reduction was announced on 18th September 1958; 
the second reduction took place on 18th November. The extent thereof (BL: 
2.19% & $: 2.42%) is show in the ssagig table giving the rates at the be- 
ginning and the end of November. 
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Bank's buying rates: Bank's selling rates: 

1.11.'58 30.11.'58 1.11.'58 30.11.'58 
1B = 15.05 14.818 1B= = 15.11) 1.886 
1B = 5.09 5.318 1$ = 5.432 5.341 
SAMA sells L & § only 100 I = 171.899 169.015 


100 IRs = 113.352 111.673 


"Licenced imports rates: 


"Bank's selling rates remained as follows: 


1& = 10.409 100 IRs = 80 
1$ = 3.773 100 IB = 123.456 
"TRADE. 


"Tree imports: 


"The reluctance to contract new imports in the face of an appreciating riyal 
continued. Activity remains generally confined to essential items; building 
materials, spare-parts etc. By royal decree the ban on the import of buses, 
lorries and dumping trucks was withdrawn. The ban on the import of all other 
vehicles has been extended for another six months. 


"Licenced imports: 


®The issue of licences for the second quarter of the Arabic year (this 
quarter corresponds with 15th October 198 - 13th January 1959) is expected 
shortly. Barring a delay this will mean that for the first time since licensing 
was introduced licences will be for the current period. 


"It is said that the amount to be allotted will be roughly the same as 
for the previous quarter. Reports have been received, however, indicating that 
the demand for licences has fallen to an extent that certain importers do not 
bother to take the trouble to submit applications. 


"local market. 

"Stocks in general are reported to be sufficient to meet a declining demand. 
Prices consequently show a downward tendency, especially foodstuffs, drugs and 
medicines (prices of certain medicines appear to have dropped by 30%). 


"No doubt the general duliness is to a considerable extent caused by the 
Government's policy on internal debts. 


"OIL PRODUCTION. 


"The rapid growth of the oil production in this country is illustrated in 
the following table in which the 1950 production is taken as 100: 
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1951: 19 1953: 156 1955: 179 1957: 18) 
1952: 152 1954: 176 1956: 183 


"In comparison with this table the production of the current year will be 
around 188. 


i 
"Although the official forecasts with regard to next year's production re- 
main secret, it may be assumed that the slump in earnings of the majority of 
U.S. oil companies during the first half of this year and the consequent con- 
traction of production allowables will leave its mark on the production in this 
country during 1959. 


"Aramco's total production during November amounted to 4.136.891 metric 
tons of crude oil against ).321.149 metric tons during October last; the average 
daily output stood at 1.03):.223 barrels during November against 1.015.139 


barrels during October." 
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SUBJECT: 


of Development Projects in Bahrain for Year Ending November 5, 1958. 
= = BY --3 _ 
OSD-Y, ARKHY-Y, fs Se 


| The Bahrain Department of Public Relations and Broadcasting released a News 
Letter on November 5, 1958, summarizing the progress during the past year on the 
various development projects inaugurated during the 1957 Development Week. Follow- 
ing is a copy of the text of the release, edited for the sake of brevity to remove 
superfluous adjectives and references to the Ruler: 


"ONE YEAR AFTER DEVELOPMENT WEEK 


"One year has now elapsed since Bahrain celebrated its first Development 
Week and it would seem to be an appropriate time to survey what has been 
achieved in connection with the various projects that made up Development 
Week. 


6S8-1/00°V98s 


"The first event that’ took place in Development Week was the ceremony 
marking the start of work on the Muharraq Town Water Supply Scheme. Since 
His Highness switched on the mechanical trencher to prepare a ditch for the 
water mains, work has progressed rapidly on the project, the water mains 
have been laid, the distribution pipes have been placed and the water tower 
has been built and connected to the artesian well. The first connections to 
consumers will be made during the next two weeks. When the project has 
been completed the 31,000 inhabitants of Bahrain's second largest city will 
have a water supply scheme similar to that of Manama, the capital. 


"On the second day the Boy's Primary School of Sulmaniyya was opened by 
the Minister of Education, who subsequently opened a school clinic in the 
Qudhaibiyya district of Manama. The school, whose capacity of 1000 students 
makes it the largest in the Gulf, now provides accomodation for all the male 
students in the North-East district of Manama, Sulmaniyya. The school 
clinic helps to improve the standard of health of the school boys of Manama 
by means of curative and preventative treatment. Also on the second day an 
electricity switching-on ceremony was held in the village of Budaiyya. This 
ceremony typified the electrical development being undertaken by the Govern- Oo 
ment in the towns and villages of Bahrain, During the past year the emphasis = 
has been on increasing the generating capacity of the Electricity Supply WY) 
Department, and a gas-turbine generating 6100 kilowatts has been added. 
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"The third day saw the opening by His Highness the Ruler of the Mater- 
nity Wing of the new Women's Hospital in Manama, This 68 bed wing, which 
forms part of 210 bed women's hospital, was open to patients shortly after 
the ceremony took place. During the past year a total of 1290 babies have 
been born in the Maternity Wing of the Hospital. Other sections of the 
hospital have now been opened, bringing the number of beds in use to about 
100. It is anticipated that the hospital will be completed in 1959. 


"On the next day Sitra Clinic was opened by the President: of the Council 
of Health and the foundation stone of the Sitra Municipal building was laid 
by the President of the Municipal Council. The Municipal building has been 
completed and handed over to the Municipality. The Sitra Municipality, 
which was established in 1957, has been active throughout the past year; and 
the Municipal authorities have busied themselves with road widening, town 
planning and water supply. 


"The fifth day witnessed the laying of the foundation stone for the 
Rifaa Hospital & Out-patient Department which, it is expected, will improve 
the medical facilities in Bahrain's fourth largest town. The building of the 
Hospital has almost been completed and the Medical Department will shortly 
begin to equip it. It is anticipated ‘that the hospital will open its doors 
to the public early in 1959. 


"The last day of Development Week was devoted to The Manama Deep Water 
Harbour. This project, upon which the Government is spending almost one 
quarter of its total revenues in the current year, will provide Bahrain with 
a modern and well equipped harbour which will both facilitate the import of 
goods into Bahrain and also increase and improve Bahrain's transit trade. 

It was with this latter aim in view that the Bahrain Government declared 
Bahrain as a Free Transit Port from lst January of this year." 


_~ Walter K, Séhwinn 
_< Bmerican Consul General 
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The following despatch consists of excerpts from the CONFIDENTIAL monthly 
economic report for December made by a local banking official to his home office: x 





Government . 


During the month under review a number of conferences between top-level officials 
were held in Riyadh. Though the outcome remains secret, it is believed that the 
general economic position of the country has been a major topic. Another important 
item on the agenda will no doubt have been the budget. 


Monetary Policy. 


It is interesting to note that after six months of deflationery measures and 
SAMA manipulations in the open-market the foreign currency rates have reached a 
similar level as diring May 1958, 


No doubt this is mainly due to the SAMA's decision to commence the stabiliza- 
tion program at Rls 5.50 to US$ 1 (Rls 15.50 toL 1). At that time it was felt 
that this decision was due to the government's desire of profit-taking. This 
argument appears to be confirmed by the slowness of the official program to strength 
the currency. The open-market rates have ever since shown a downward tendency; an 
accelleration of this movement by SAMA sales at a reduced rate has been effected 
only twice, however. 


SSB1-1/00°vegg 


Money Market. " 
Money remained tight throughout the month. — : 

4 
Exchange Market. 5 





Sukh rates. (capital transfers etc.) 


The market remained dull throughout the month. In anticipation of SAMA re- 
ductions of the free market rate (see below) sukh quotations continue to show a 
| discount. At the end of the month rates were quoted as follows: 
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Free Import Rates. 


q 


Although strong rumors were circulated frequently that a SAMA reduction in 
these rates would be announced in the course of this month, the rates remained un- 
altered as follows: 


Bank's buying rates: Bank's selling rates: 
¥ : = 14.818 1b = 14.886 
1 = e 18 1 = mn 
303 00 bv. L gt 
SAMA sells & & $ only 100 IRs, = 111.673 


It is felt that a third reduction cannot be postponed much longer. 


Licensed Import Rates; 
Bank's selling rates remained: 





1& = 10.409 100 IRs. = 80 
1$ = 3.773: 100 L. & = 123.156 
TRADE 
Freé Imports: 


The reluctancy to contract new imports continued. Due to the introduction of 
post-financing in foreign currency, pressing demands were made on banks to accom- 
modate importers in such a way that the inherent’ exchange-risk of imports could be 
covered, 


Licenses Imports : 


The issue of licenses for the second quarter of the Arabic year 15-10-'58 - 
13-1-'59) will be finalized shortly. The present regulations require that the 
foreign exchange for this issue has been earmarked in full by the SAMA. 


Local Market: 


Stocks remain sufficient to meet a declining demand, though most prices kept 
the same level as last month. There seems to be no doubt that the most important 
effect of the deflationery policy adopted since the middle of this be has been 


a postponement of demand for non-essential items. 
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REF: Consulate General Despatches 184, 2597 afd 279,-0f November 6 
and December 18, 1958, and January 6, 1959, respectively. 


TVUL 


The Department and interested Washington agencies wish to com- 
mend the Consulate General for its initiative in submitting this very 
useful economic survey of the Eastern Province. Material contained 
in this report was of interest to Washington agencies and the contin— 


ued submission of these reports if readily available, would be 
welcome. 


Voss 


When the report is submitted and the length exceeds three pages, 
the Consulate General may wish to consider providing a brief summary 
paragraph at the beginning of the despatch covering the essential 
highlights. The value of this series would be enhanced if the Consu~ 
late General also included its own evaluatory or interpretive commen 
immediately following the pertinent quoted paragraphs. 


=/'00 ° 


Appropriate reference to previous Consul General despatches 

on similar subjects (see page 2 of despatch/thder reference) is 
REP-8 most helpful in directing end-users to more complete or to relevant O1 
material elsewhere in the files. 


Sc-t 


6 


In order to reduce the clerical burden entailed in retyping these 
reports, the Consulate General might preferably submit copies obtained 
directly from the source, or, if this is not feasible, copies repro- 
duced on a copying machine (such as the Thermofax). In either case 
a minimum of six (6) copies are required to meet the needs of 
interested agencies. Summary and comments might, in that case, be 
made part of a covering despatch. 


i ie | With regard to the classification "Confidential" on this despatch,oa 
' the Consulate General will note that protection of sources is one of Q 
ae [bo | the functions of the administrative control designation, “Limited > 
‘ Official Use” a FSM I1.911+41) “™ Glassifications ("Confidential”, e 
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Neonomic ourvey of Uastern Province for January 1959. 


esturacted Cron a4 
Santino Bo 1s 


‘he followin: ibews have tue 
locally jased wrorean 


Government. 
On Jamary 1) the overnment .ade yvilic its budget ‘or t 
iy December 30, 1959. 


1378/79, January 11, 1959 throu 


sinance. 
Nc budset is balanced at Mls. 1,410 million, Yor tie first tine in the 
een set asis5e 


a certo n sun (11.45 of the bLotal) has } 


bis country 
lebts. 





covemmes seen Lo ave been cstirnatled realistically while expenditures 
ve toon desirnen to inprove the ‘eneral eltare. 
scecorcin, to a sovernmacnt statement the currenc; cove: heli in ‘old, 
Silver an’ foreicn exchanve as risen from Ly; in medio 1955 to Sl. at present y, 
On January 1}; the Saudi fralian i.onctary A:cne,; issucd a directive to > 
oll commercial han iincdon enjoinin:: the :aintenance of | ermanent 
deposits tith the ionetary 4 ency of rot more than 15, ov tieir total deposits. 


\ 
i} 
ks in the 


III. Hxcl.ancve. 


The riyal contimed to aypreciate. 
On Januery 9, the i.onctary Jene; reduced its sellin. rates for free 
ftollows: 


imports as 


I 
tL & from tds. 1.82 to Ris. 1.50 
13 " © 6.32te " 5,18 " 
fhe licensed import rate Jor & vas changed on Jamary 27 DxOE [} 
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only those 
ardam: T's, Lt. 


facilities and/or overdrafts in foreisn currencies are in a position to 


contract new imports. 


Que to the 
rooasturfs, cheay 


ore 


tex 


or less liberal issues lice 
tiles ani druve anl .e“teines, 


narket “as heen reducca also. 
itocks remain surficient to ect the deuand. 
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Action Control : 5675 
NEA d: MARCH | 
FROM: J!1DDA 6:04 AM 
Info ‘ 7 = 
RMR TO: Bot highee ts 7 7 il 
2, \ WN 
NO: ARCH 10, 8 AM 
SS 
W 
os ACTING GOVERNOR SAMA, ANWER ALI, ACCOMPANIED BY IMF OFFICIAL 
: JOHN GUNTER, CALLED ON AMBASS ADOR HEATH MARCH 7, EVE HIS 
L DEPARTURE. WASHINGTON, 
INR © 
H FOLLOWING GENERAL DISCUSSION SATISFACTORY PROGRESS FINANCIAL 10) 
WMSC REFORM PROGRAM ANWER ALI EXPLAINED HIS RECENT TRIP RIYADH 0) 
E RESULTED CHANGE SAMA SELLING RATE RIYALS TO 5 RIYALS 1/2 il 
IRC GUERSH IN ORDER TO pce leche “SPECULATION FREE MARKET, —ALI oO 
DCL THEN PROCEEDED_ MAKE. ONG PLEA TO AMBASSADOR FOR USG GRANT QD 
AlD WHICH HE_INDICA RABLE H COULD ~, 
ICA NOT BE_SOLD TO FAISAL UNTIL APPROPRIATE TIME AFTER A ON 
CIA STUDY INITIATED BY_AGE ANK, HOWEVER, IF ‘ef 
USG TOOK INITLATIVE AND OFFERED GRANT AID NOW ALI THOUGHT FAISALEG 
MIGHT ACCEPT, HE BELIEVES PRINCE FAISAL WELL AWARE GROWING ol 


PRESSURE FOR PORJECTS AND WOULD BE RECEPTIVE IF WELL CONCEIVED © 
PROJECTS WERE PLACED BEFORE HIM POSSIBLY BY INTERNATIONAL AGENCY 
AND FUNDS PROVIDED THROUGH US GRANTS, AL! PERSONALLY CONVINCED 
SOME LOANS WOULD BE DESIRABLE NOW FOR KEY PROJECTS BUT FAISAL 
ADAMANT IF INSISTING SAG WILL NOT INCREASE OBLIGATIONS 

DURING REFORM PERIOD, STRANGE, THEREFORE, ALI CONTINUED, 

THAT SHAIKH MOHAMED BIN LADIN HAS SECURED 125 MILLION RIYALS 
WORTH ROAD CONTRACTS. DEMONSTRATES POWERFUL-BUSTNESEMEN — 

LIKE BIN LADIN AND SHURBATLY WILL CONTINUE USE GREAT  INFLUEN 
SECURE BUSINESS, WHEN AMBASSADOR ASKED AL] HOW MUCH OF 125 
MILLION WAS SOLID AND DID NOT REPRESENT PADDING AL] SAID NOT 

OVER 75 PERCENT, REEORM PROGRAM SHOULD BE REALISTICALLY 

MODIFIED AND LIBERALIZED ACCOMMODATE. LISELF THESE FACTS, OF a 
SAUDI LIFE AND BY SO DOING CHANNEL SAG EXPENDITURES INTO BEST 
PROJECTS, WORLD BA 


IN PROPER 7 Q \ AFT, AL! CITED AROWER 
PLANTS, NEW JIZAN ROAD WHICH WOULD OPEN UP PROMISING AGRICULTU AL 
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-2-, 688, MARCH 10, 8 AM, FROM JIDDA 


AREA AND SILOS FOR GRAIN STORAGE AS WORTHWHILE PROJECTS 
GRANT AND SAID GESTURE BY USG WOULD RELIEVE MANY PRESSURES 


AUSTERITY PROGRAM CREATES, AL! CONCLUDED SAYING PERSONALL 


_¥ 
HE WANTED WORLD BANK MISSION COME SAUDI ARABIA ADVISE ON es 


a 


DEVELOPMENT BUT TIMING SUCH PROPOSAL IMPORTANT, PERHAPS AFTER. 


LIMITATIONS SAG DEVELOPMENT PLANNING COMMITTEE BECOME APPARENT ~ 
TO SAG SUBJECT WORLD BANK ASS |S PANCE MAY BE BROACHED BY : 
SAG, BUT SOME INITIATIVE ON PART USG EITHER DIRECTLY OR THROUGH 
WORLD BANK DESIRABLE , 
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‘suBsect: Report of the Activities of 


ae 
the Aramco Arab Development Department - AG- 
february 1959. 
imclosed is an edited activity report the the Arab Development Department, | 
Arabian American 011 Company (Aramco), for lebruary 1959. A chart and statistical 
data on the Home OQumership Irogram have been deleted. 
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Sehrmary 1959 


ORTRAGT LORIE CY SUL A. 
January paynenba bo cortractors mounted Lo 3.t 320%, 077 as corrared with 


ee 


mt), 305,011 in Yecentur, a decrease o* 23. An estineted 4,600 contractors! 
ylovees were encaced in uork covered by 106 contractors. The ratio of a@ienimenu: 
wo active contracts wes 1 to 7 as conmared witi: 1 to 10 in the previous jeriod. 


vi 


: ee . ry! 1 - > a ‘ t eer x a so en nell ses 
wrin: rebruarys, of the 2 conbraets conricted an/ Lerrinatea, 1’ contracts 
i 


were for a fixed yrice wiich hai a eon asite cow levion value 9” 32 49),°57 or 
srenter than their oricinal value of 32 90,518. 


rebruary Activity Jalue in jaudi !tiyals 
nYP@d > Meh. 1, Compl. feb. a | fnend : 
Unit 1959 ew Anended ‘Tern, 1959 New Contr. ‘wdded 

















Vistrict 9 
Sonstr. 35 


Total. ain 


hh : . 
316,850 18,530 
53 310,050 15,530 


OVS ' 
= 
“Jno U1 
Ww 
SG 





= 
Qiahran 

Aetrict 30 uC 5 2 33 = e 
constr. 12 5 9 9 39 3115, 900 M1559 
hogy lor. 3 #) O 6) 3 = = 
Wther i.0.% 29 1 0 1 2? sete on 

Total TOR 12 Tr T2 TON 35, 509 , 

Tanura 





District 35 


3h; - 1, 2h 
19595 


365595 


3 
©) 

- 
diay 
Ss 1 
ht 
HS w 
ANT 

iF 
W]e 
rope 
cAc 


my 
| 


Wea POP AL 2th 2 


nm 
do 


2h 2T5 719,035 LO, 228 
4 3 
Jiudah contraclin: activity has beer included in Other G.0. catecory. 


soneral Aetivity - lew General Instrnetion 455.615 on ValuhL.. 25.240 Aut TS 
SS 
as issued “ebruary 22, 1959. 


Tapline contractin:; aclivity indicated con cutive conlracts at the end of 
February with one anendment. jiayients wrin: January 1959 anounted to OR WD,737, 
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AGU CULTURAL Aj oT tA, Ci 





a DPOVLET iad inde ow. shrubbery, Laws and -o.ernl soil fertdlit; in tue Jas 
oura Campe 


An ine; ottden Lrty wad cae to Jernara io ate” ami fake poem sendatcons for 
Llbe production and supply of irnitie and ve -elables fri. jtraeor-ford, & ae: arate 
POPoOyrl wee made eoneerma” this trip. 


x Mmprecentative of bie itran.ces-“orl o-npisablion cane to Jhaloran to revie 

Lhe sousibilitios of setlin: up a loreal oulde L 20% 2PULLS cmi vosmtables from 
ritrea. He dismissed with Local furchasing Che supylr of produce b- both re- 
sriceratead- snips airvl air strabe-ht from Sead Ma20res are beiny ‘ade to ‘ievelon 
. refricerated storave area in either Jamnam or Al-lKhobar, 

The Unicved Nations Locust Control lission arrived in the Eastern lrovince 
uurin’ the month and established heaiqarters in Al-lholar. Phe individual in 
e-areto of the :ission has held a number of conferences wil. Company representatives 
and representiriives of the Ministrr of Arriculiure. 

Tne Company has a-reed to adosist the United ations Locust Control 1 isa on 
itt areas ine rhe! aijacent to the Company's activities. Tuis assistance rill 
consist nrineril: of rakin- transportation eqwdyment wx lable bet not necessari ty 
limited to Le me Kission itsel? Deeg 23 technicians, 0 velicles, 4% porer iusters 
2 power sprayers an! 150 hand duste 


ott t 


Tae Deputy sinister of A-riculture gent ahout one week in the .ustern 
l'rovince ‘corked the 2a rieultural uetiethics of Le Company and the Ilinistar. 
ie digcussed the prorosed Imhot? lroject with sai officials av the Dhahran 
Mrriele nd cave Dis ~eneral aprroval of the prajoct as ovllined. « dinnor ticte 
in? wit, & wow: of local sas” Zasmors ond isinegsie: antereyted it acricltiure 
Was arranved <friic rosnte: vw oprorbunity, for tree diserteion betwee: the local 


orle and hic Qe wi boi ster on varias prnues o, mn werliire In Us aren. 


r 


fi *oneral cimTorence o Lie rurehase of Local ; roudice woo Pold with vepresenta- 
tives fru. Tiaren andggas Tunara., it was sererally a ened .hiin DLyeal Purchase 
vision “oul i have one inspector, with pessiily an alternate to assist, who 

jou! de ali on crap apes o° the ;-ehin’ sueds anu .a%e meecerpance Wr Llin 

Compony of idie i rodece suitable for all tiree districts, it was alsw areca wat 
suck: & ton.erence 6 oO a t he hela on a monthly basis to better coordinate intber- 


Mh Fl i 


Mstrict distsibvtion ot loenl y+ roduce. 


Mi encineerin: em Jna the .inistrr of A-wiecnliure reviewed tne recor- 
merdations on drviuae of the atit area. ‘Ther reco. merle. tat Lie .iret phase 
of bus entire Crainase syretem be started tua v,oar wr dmplicd Ghat. the Jovernent 
had sufficient Sands availabic for conmrletim: a rrowiisalel: one-quarter of the 
draina;e needs 15 reconmended in the Aramco Jrairare Report of Ge tuplication 
; 


“ag that conmpl-tion of thi. section of the craina’e needs vould he possible crom 
ithis rear"G 2: Pos FintiLons. | 
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Fromif1 con viet, Dhahran “* 


Pe Oe Bee 

Liberty be yiOY LOLY any = a ined out 4 wa LOC ah = P y dan aye d 

Lo PPO Tey "W ] mY) Cy PK vin \ i) lo } pe da S| ge A ved ihe 
PIA Gre Vi en Coil .o7 parle tra dec - bx on 

et net, * i me ye 7 y\° d\ | = 2077 } 9 4 EL i TF OA od 
O) WH. | ) ‘ ik Mh Y Preys is “ Cray ay { Lye Yed ini { ik t= 

eae el ani (o) { ' ' ea) ’ ) } barat ig ee: yY ’ (ims "2: l 4 AS it 

Tey TM Sige Bs r a) Guadliy  o a3 al eco P AGT ts 

rol, tac Cheha deetrie apply vonpiitiy ate | Lt sy . Leedie ory mas 
eave mart sey wend “al qa cerry corlract witn Lolnveror Company. 


fertiliser ,immiacture — 4£ loblor x druenl was carl ie? tend “vies town, Tren Ved 


o: Godum “o> tit site om ag Sosa a0 F a see” Bera ; taba a Bey, & Bien Lett 
oO Necobacte Parl cee) Rie favernecibh em secs crise to eplabiiienm di Tewitneoss 





Ladinat “bqaiea tocvce Com any - A letter o Ley heen dy PS cae ee PG 

oo Saath onan 4) : ; - . . F ‘ 

Jalen Pasiusduln recme dn’ the ane ov enemy Ph? cle Jorpartr. 2 eontracth fn amie 

rreparation, 

lossarey Moerital = Twwhesteons are Glew tor ew oblrre@iion -eltlids fas Glos red and 
ie 


that corplietion date wilh be Late in hay. 


nero service ays (#1-Khobar) - “U1 mays have row been received. 


“oporarhic 





aati a ar sever systen - The stwlr of th: fle-tholar Jever Jrstom wis reburned to 
The associated Consultin= insineers of “’cirut (268) for vovision. in addendun 


L 
will. he prepared to/SBRA- rerlectin: all poinous asreed upon. 


‘d-thohaxs Jaber anster = The ktber ainl Geyer studies “rere corpearc 2:' revisions 
are he ecntered on tle ater stir. =n adder will be prey avai petleetins 
bhese revisions ao Wal both studies will be coordinatad. 











LO 


fre . oy 


“tablishment or an a0" Office Locally - Several reproescntlalives of Ac. were hore 
wath the intention 0. cetablishin,, an orfiee, but were denied permission vo re ister 
ube Mrm an saudi Arabia. ‘Yarious other alternalives arc beince considered ari 
ivaneo is preparin.:, there.ore, to wxtend its Letter oa: Intent for three ionths 
heyond harch 17, 1959, to allow JCE time to work owt the problem. 


Ralkhair Printins; Plant - A manavoient fire $2: “clit has apparently lost anterest 
in provicin’ th manarrzwnt for t-is project and otier rethods o. obbtitinim: nanage- 
ment are toins investi, sated ty .rameo herorc ire ean proecved any curther with che 
reqvest Ivr ir. “alkha’r for financial assistance. 





Dammam Laundry, Ory Cleanins Coma The hanay‘er suliaivted a revised price list 
to Wesiaential Jervices. Certain incongruitioes vere allesed to have leen found 
and the rrice list was returned ror revision. 
a | 
| | 
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Duchaither Hospital - A proposed contract has been sileitted by ir. Mghaither and 
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Lt ais uwrider review, 


Pl-hhohar .aternit; 2nd icdiatric ‘iosrital - “he indivi mul th uhor Aramco con- 
uded hednal a-rreement coverin~ 












the sonpontom) portal of a o oci Tied 
number af leds has vithirmma Zromu the rroject. Movever, drance jas iutiea.ot ils 
Willineness in econcliJe 4 Sitar arranrenent wit) the re winin +artners. 
National }'ar Pyodiels Company = 2 ies! oc esal nas lee setvitte! for a proval by 
HANA ROMOnG of Warn 2 ¢ loam cor o oly O02 Simi Lo sol] royris sberlin: 21,319 


in order io ews, ‘orm and raecliacc Loilet rarer, paper towels, cellor’ ane lacs and 
Pol zetiiylene bacs léicallry, 
Abeaig Clinie = Ail asiecets of us. elimie oi alnaig wore reviewed with Law and 
‘reasurer'’s Jon artnents and tu remtlis “ormwarded to the sAbodia istrict for liandl- 
ing. ‘ashid "rothers ‘wre sursem:entl+ chosen to enoablish Lie elinie em? the 
tPojech 27 ‘SiN Bhec. 

r 


Ras Yanura Clinie = weanep hay @ reed to gel Zoruien cochance to ie Vee.nical 


constrnetion Conramr for uf equipment renired Jor this project 


oharmed DJossary -: Lses Neyrest vas wde and a: roved te exrind the credit 
arranvement o- the Jossarr tiospital to inelude all the iohamied 
Desserr onbter; rises. 








Telecormiunicnrtion aster - Aerial rinotos were--iven Juvfali and "rothers “or vse 
in their stud econmuni.caton sste:: Tor Jaudi Arabia. 


(1 Gosaibi Con Plant - Plant has been completed and is in Zull operevion. <Assis- 





tanee was. recuested to cnee!: tie nlant and quality of the product. Investisjation 
revealed tat the rrodvetion rate vas less than the sanuracturer's ratin: of the 


plant. om - le S of C05 were below standard and sulphur dioxide was present. Ad- 
ditional tests i311 be made. 


jalt Industry - A iaudi businessman interested in une Jlevelopment of s:1t deposits 
was tveken to tro sites; one at Daman (Jatif Jsobaha), and the other at Abaaiq 
(Hamam 3Sobaha). <A specialist in the gal .ndustry will be broucht here ty the 


, 


jsoudi Government to consult further on the project. 







Carpentry Jhop Jurvey - Els reauested recomcnda.vions vor carventry shors in Lhe 
area. A survey . ‘een canpleted of t ose capable of doing cabinet work and their 
names have been submitted. 
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There wore SS sougen onuplete! an nifor rurciaided durin: webruary, avainust a 
monthly tarcet o”* hh, "OPO Aro 6 mn Leartoms ovat constriction w11 slow 
down somewhat durine by: 2 nadhen re riod. me puwier oo” honses under constmie- 
Lion has inereased tis B7, wih’ effarts wiederva, 1.9 inerease t.da fi ver }o 806 
hy midrear Lo essure achievement of the ear ent taeeet. I io tecantm: ore 
evident tit our ¢mplovees prefer ia }whld U'cir own homes ratner Lhan purciase 
on the open viar’et. The ratio increases to 03.60 this onth, “writer enyhasis 


has been placed on walib* af bowin- consirretion wich ia Peeinnin: to show 
results. 


first fardly soved into their house in nadine to-nbaaiq durin: February. 
The inerevse in porvilority; of the madinat-Abaaigq Ccuimaike nas decreased constrvc- 
tion in the Toty?-i ubarraz area. The ost sipnificant development here has heen 
the lunicipalit; arrecment vo take over tne Company installed water and ::aimtain 
and operale it ‘rith proceeds from char;es to consumers for water service. There 
TH1l be a Slat service charce of 3! 10 y.er mo. for each house. Levotiations are 
underway to finalize this arranrcenent. It has heen a‘reed to relocate the ‘cavy 
equipment. area 6n Lim opposite side of: ie Ain Dar read than 4 at on iw? ich the 
lunieipality is located, 


fl-ihobar 





A tenporar; waver line is being installed to the Jest Al-u.hohar Trect vo 
supply constiuetion water. nployees are beim: no tified to revister for their 
lots wu: the Al-thobar . unicipality ani to nace arrenements for construction of 
houses. Discussions are underway to attract several larrcr builders to construct 
nouses in this area. In wi :eantime a letter of x:-reement : Ss bein; draim up to 
be execuled tt the Al<inobar hunieipality t» develo; a basie water system for 
the enblire .omicipalit: includin’ a complete srstem for titis ‘'ract. 


Jammain 





. : . . 1 ~ . 1 : a Fal our 
The lnnicipality has not ;ct advised us "s to tneir acceptance of our orler 

of financial assistance toward a water system. Flans are beins accelerated to 
develop additional lots in the Darmam Tract to alloy the continuation of hosing 


constriction in that area. 


Rahimah 





The Denonstravion onse is -carins copletion with a formal onpenin:, planned 
followin’ Ramadhan. ‘The nost critical }.roblems confrontin:: us in this area are 
additional porer ~eneration caracity anicrater sujpyly required by itidyear. /1so, 
additional lana development complete wit. utilities (1989 incr -emont ) must be under-= 
way so that buildin: lots are ready Zor housin construction br Nay. 
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Salih Sughair, a member of the United Nations Division of the Saudi | ; 
Ministry of Foreign Affairs, explained to an Embassy Officer his plans to , 
promote Saudi Arabian economic development under UN auspicese 


Mre Sughair, who has had some experience in UN affairs as Saudi Alternate 
Delegate to the Thirteenth Session of the UN, has organized an interdepartmental 
committee to formulate economic development projects suitable for Saudi Arabia. 
The committee made up of representatives of most of the Saudi Arabian Govern~ 
ment departments met for the first time March 2) and conducted the election 
of officials and preliminary discussionse Mre Sughair was elected chairman 
of the committee and hopes to complete the formulation of projects within ten 
dayse At that time the agreed projects will be referred to each Government 
department for reviews It is Mre Sughair's hope that final approval of the 
projects\by each Government department may be completed by April 30, 1959. 
Upon their completion the projects will be submitted for discugsion to the 
permanent UN technical assistance representative residing in Cairoe 


In addition to the formulation of economic development projects the 
committee will undertake to explore the possibilities of hiring foreign 
experts, to be selected with the advice of UNESCO, for Government administra~ 
tione e committee will also consider the formilation of projects for the 
year 1960 and will review the progress made on 1959 projectse 


6S 1-%/59*y9ee 


‘The Embassy finds this initial consideration of UN: technical assistance 
by younger Saudi officials highly encouraginge It is hoped that the actions 
of the Sughair committee will receive formal SAG approvale The Acting - 
Governor of Saudi Arabian Monetary Agency, Anwer Ali, a member of the Economic 
Development Committee, discussed in the referenced despatch, commented 
favorably to the Enbassy on Sughairts preliminary efforts and expressed the 
hope that applications for assistance from the UN would be submitted quickly. 
Anwer Ali does not consider the formation of this interdepartmental -committee 
to formulate projects which could be carried out under UN auspices ‘to hx 
conflict with the Economic Development Committee, but rather a complemétitary 
and highly desirable activity. 1 3 
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SUBJECT Yeenomie +tens of Inter st “oncermig. .atar Ley. ¢ aa AS | 

MP Ye % a Pos 
{ 
| AIR fb. Vib 
The followin, iters of economic interest which are the results of a to 

canrulur Visit te «ter in dune are reverted. MARE 

- 

TELEP'IO- ES: & new telephone exchange hus bcen opencd. Tere -re now 610 “en 

telephones in eter. we 
WTS: a new water dintill: tion plant is beim; built. Jt shiuld be in operati 

in Sestember 1959. The distilling equipm nt is 4ritish. It will serve Vos an? aaeer 


produce 300,900 gallons »er day from sea water. [he oresert distillation olsnt 
ives 170,000 -allons per dayz, and well weter, which is sweet but chericsally tr 
‘ives 370,000 gallons -er day. 





ee Led 


TLEUT! CITY: The outer Government is c usidering putting in ,as turihincs in its 


electrical sower station. The ess will come from (PC ( atar Petroleum Co.). 


SUTUMORILUS: There ire 5,000 automobiles in jatar, wiich are mostly Avierican 
rade. Chevrolct is the most popul+i wotel, however |.erce ies-Penz ani Fiats are 
heginring to provide comnetition. 


Te, LYV'CiON; There are approximately 25 TY sets in wtrr. is vet Dukhan on the 
Northern side of w~atar is the only nloce wiere television can be efectively 
received. If «na!CO does increase its brradcasting r:dins, ich is being cor- 
sidered, watar will prove a ood TV market. 


0 
0) 
> 
O 


O 
“iy 


N 
' 


O) 
PHIL. TELYs tar will irsve new staups by the eid of tre year. ‘he stanps will 


be plain with just the Ruler's head on them. at present xetor uses Britich stakQs 


with qwaTsk overprinted on them. 


: ae 
AGRICULTU: Ez: There is no water to speak oBeincys tar, Ga t avriculture is almost 


nonemistant. 4 few of the Ruling famiff HGMb ldstenfarts aW@ cardens, hut there 
< oy hb ‘fe 

is no real aricultural provram, or the liklihood of one 
O- 

TRADE WTil THE SUVIET BLOC: There ig Little, trade with tHe Soviet bloc.. The 

following fisures were supplied by the Bri tish ‘Political Aj ency, wctar does 

not publish customs informetion, /]1 :re import figures int watar, and are in 
| pounds sterling. 
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“zechoslovalki> (-larsware) 13,61 


CUSTU-E LUTILS: Basically duty rates are 22 percent, with radios being 10 percent. 
THANSPORTATI Oli: The Doha air terminal refst house is nearing comoletion. The 
runway, which had a "hump" in it has been worked on end ROAC says that it will 


serve for “rittanignow, but that they woula like an entirely sw runway to be 
built. 
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The following items have been extraeted from a confidential markct report 
miae by a locally based European banking official to his home office. 


I. Government 


In order to save foreign exchange the Government continues the policy of 
retrenchment in respect of foreign intermediate employees. In accordance 
with this program the Sauci Arabian Government Railroad h:s been compelled 


to give a 5=month notice of discharge to the foreigners of their inter- 
mediate administrative staff. 


The employees concerned are mostly of It: lian 
and Jordanian nationality. 


6S9+4-L/00°' 


Ii. Exchange 


Due to heavy sales of US} Dollars the riyal rate strengthened around 
the middle of the month to reach )}.85 (for 1 US$) on the 22nd. Compared 


with the rate at the beginning of the month (5.18) the depreciation of 
the foreign exchange was substantial (6%). 


Nonetheless the S.A.M.A. sellins rate of foreign exchange remained 
at the old level (1}$ = 5.18) and (1 & = 14.50). When the S.A.M.A. failed 
to follow up with a decrease the rates were recovering at the end of 
the month when the quotations were as follows: 


1 US} ™ 4.90 = 4.93 1i= 13.76 = 13.85 


VO 


The rate of exchange for licensed imports remained as under 


BIVIICH 


Tide Trade Bet iL Seog 


he to the uncertainty of the exchange rates importers of non- 


licensed articles remain hesitant to engage new contracts. The pressure : 
on exporters and panies I Si Ph 


r‘postfindnting in foreign currency continues. 
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The issue of licenses for the second quarter of the current Arabic 
yeer corresponding with January, February and the first half of March 195° 
in finalized. lleanwhile, applications have been filed with the import- 
office for the issue of licenses for the third and fourth quarter of 
the Arabic years (approx. March up to September, 1959). 


The stocks are, however, sufficient to meet the demand, so that 


little activity is expected in this market. There are even rumors that 
some importers will not take the trouble to follow up their applications. 


1 nS kG 
Charles S. Kennedy 
American Vice Consul 
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rm 
On Mar. 5, the Saudi Arabian Monetary Agency reduced its free market 

selling rates for US Dollars and Sterling, to respectively 5.023 and 1.11 
declaring at the same time i.a. that "there will be no change in its free 
market selling rates for an unspecified period" and that "it also needs 
to be stated that any current rumors about an impending large reduction 
in the Agency's free rates for the dollar and sterling are completely 
unfounded", As a result, the free market rates in the sukh, which were 
already recovering towards the end of the previous month, gradually firmed 
further up, to come close to S.A.M.A.'s free rates with 5.000 and 1.060 
at the end of the month under review. 


S.AM.A.'s selling rates for dollars and sterling against import-licenses 
remained 3,75 and 10,523 respectively. 


The exchange-market, however, remained dull throughout the month 
with money-brokers dodging from both substantial sellins and buying 
transactions. 


Trade 


No import licenses for the third and fourth quarter of the current 
Arabic year were issued as yet. 


With stocks still sufficient to meet the demand, the activity in 
the import market was indeed very limited, as was expected. 


While prices for new vehicles of all kinds could maintain them- 
selves on their present higbVweyel, it was only in conformity with the 
dullness of the importGfkik fatal] other prices in the sukh, whether 
for licensed or unlicensed goods, showed a downward re 
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bpanker's Economic Survey of Eastern Province for April 1959. 


SUBJECT 


| The following items have been extracted from a conficential market report 
made by a locally based European banking official to his home office: 


Le xchange? 


The free exchange-market was considerable livelier during the month 
under review, than during the month of March, with very steady rates. 


Closing sukh buying rates at the end of the month were exactly the same 
as those per ultimo March 1959, ieee: 


dollars: 5.000 and sterling: 1.060. 
II, Trade: 


The import-office started and practically completed the issuance 
of the import licenses for the 3rd and the lth quarter of the current 
Arabic year. Since importers are nowadays taking time out to obtain 
the best possible prices and terms from exporters zbroad, the import- 
market shows a distinct difference with its busy liveliness during the 
perioas when the licenses for the lst and the 2nd cuarter were issued. 


6S91-L/00°v98ssg 


The import-market for unlicensed goo.'s remained extremely dull, 
withstocks still sufficiently meeting the demand. Although for some 
commodities such as auto-spereparts prices were reduced up to 20%, in 
general prices were steady, though weighted a bit on the downside. Only 
iron bars were in demand with prices up about SR }0. per ton. 


PEI. Port of Dammam, 


VVO 


: : BV VICH. i 
There is a consideraphe) ae1ay sim) unloading the vessels due to a 
once again occurring congestion in the Dammam Port. 


WS GHED S Monswks 
Charles 5S. Kennedy -"* 
| American Vice Consul 
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| The followin, itars have been extracted from a confidential merket report 
made by a wealthy, locally based Trrepean banking .olficial to his home office. 


Sitar 


hig Exchary e% 


The riyAl firncu up qguictly in a rather uwull free exche:n,e-marlket. 
Ulesing sukh buz7ity, rates at the end of the month unuer review were: 


dollars; 4,910. ord. sherlirg: 13,°20. 


sellin, rites for Asellars avd sterlin,, :.ainst Micenses 
rurtined 3,7 a 10,023 roy.otthively. 


Tide Trade* 





The iumoit-marlet remsincd dull, There ere ctill adequate stocks, 
hotu cf licenses aud unlicensed :oods. Sore Jjernand is noticeeble for 
iron bers, timber and--with the once acoin tierd hittin, sumier heat-- 
for electricel household equipment, such as air coniitionir, vnitse, re- 


frireretors ata range 


6S8!1-24/50°v9s8s 


ree orices in ceneral, however, still suow 2 downrwara tendency. 
The UCovernnent has announce! a. new schedule of import duties on cers. 
This scnedule also includes passenger cars, Jiviny rezscn to sume spec- 
vlations in the sukh that the ban on the importation of passenger cars 
has been Jifted. The custcoms autiorities in Laman have made it clear, 
however, that no such instructions h: ve been received by them so far. 


TTI. Port of vamname ; 
BVH 


The port. of Tamia is-stilT conpested. An improveien 
untion is rot expected shortly. 


nt fil 
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Pa Charles S. Kennedy 
q American Vice Consul 
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SUBJECT 


The followin: iters have been extracted from a confiuential markct report 
rede by ae locally hased Turopean benkir,, o%ficisl to his hine office. 


Sica Uxchange: 


The exchat'e rurket was rather irreculcr durin,, tiie month under 
review. The riyal weakened towards the .aj holidays aid even a bit further 
efter the laj, but recovered slightly towerds the month end, On June 30 
clesing sukh buyin; rates were for dollars: 1)}.530 and for sterling: 
13,900, with a defirite tendency of ea further appreciatins riyvel darin, 
the next iwonth. 


Joveliecve SOlLLVIin, retes Sor dellavs om! sterling a ainst icenses 
{= =) 


, 


remained 3,750 and 10,523 resacetively. 


f 


Ti. Trede. 
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The import-market renained dull, with prices still showing a Jow- 
werd temtency, exceot Lor iron bars, timb:r, electrical hon.ehold equignent 
and c’rs, “or which there is sume derand. It would a,, ear that the customs 
authorities in Dammam i-ve now been furnished with edeguate instructions 
as to the iniport of passenyer cars. 


Pert of Dammam: 


Though the situation in the port of Lammam has unjoubtédly improved, 
there is still a delay in unloading the ships. The construction work 
on the extension of the Lanmam Port facilities with two more berths for 
ocean vessels, got recentl Lose, shart. Completion of tiis work is not 
y expected within two yeors4 SIME UP peu wg 
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Ss TO: Secretary of State 
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IRC PROTECT SOURCES 


Omar Saggaf, Deputy Foreign Minister, confided Embassy Economic 
ICA/D officer Prince Faisal had informed him current financial 
CIA austerity program must continue minimum one year attain objectives 
currency stability equal dollar and sterling, termination of 
RMR import licensing and firm scheduling payment all debts. No 
major shifts direction progrem toward development projects 
or devaluation contemplated. Saggaf remarked Faisal relaxed, 
confident and jovial because now convinced his position 
leadership secure and speaks like proud parent, accomplishments 
reform program. 


6S6'1-21/990°Y339 emmy ec 


IMF advisor and Acting Governor Sama Anwer Ali informed Embassy 
officer Faisal's views reflection conservative policy IMF 
advisor Zaki Saad,who visited Jidda July 7-9, making currency » 
stabilization prime objective reform program. Ali contends 

Saad scorns economic development planning now considered 
desirable by Ali who advocated Saad urge Faisal invite IBRD 
mission make comprehensible survey. Saad, citing difficulties 
Egypt, India and Pakistan development, remarked ~ salon 

to Faisal and Ali ill-advised projects like Jizan road, designed | 
open agricultural potential large area, would ruin kingdom. 

Ali argues balanced reform program requires planning development 
projects now, even though actual constructon several years 

away. Planning would not interfere with program advocated by 
Saad and accepted by Faisal but country would be ready when © 
time came begin projects. Ali, while critical Saad's purely oo 2 
monetary approach, expressed belief Saad likely become more 
reasonable as situation improving steadily. Ali thinks Faisal 
while constantly advocating need continued austerity to keep == 
"king and Princes soared", can be convinced that cakes Fa 
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reserves not allocated for construction projects will 
constitute great temptation for King and Princes. Ali 


now turning over in mind various ways to approach Faisal to 
urge development planning begin immediately. 
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Enclosed are two resorts preperec by the Eccnomic Lepartment, «rabian = 3 

American Vil Company and covering economic developments in Sawili arabia for Es 

1958 and the first and second quarters of 1959. mB 
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l. Review of the Economy in 1958. 


The Saudi economy remained fairly stable throughout 1958. There 
were drops in some types of economic activity such as construction and the 
importation of goods from abroad, and modest increases in other fields 
such as oil production and sales of liquid petroleum gas. The Government 
halted its drift toward financial catastrophe, most noticeable in 1956 and 
1957, and the resulting controls imposed by SAG on Government spending, on 
imports and on currency remittances led to a generally sideward movement 
in economic activity during the year. 


SAG attention throughout the year was focused upon Government 
finances. Under the aegis of the Prime Minister and with the assistance of 
Ahmed Zaki Saad and Anwar Ali a sustained effort was made to determine and 
consolidate Government debt, evolve and put into effect a balanced State 
budget, stabilize the riyal and increase its backing, cut Government 
expenditures, run Royal projects (such as hotels and stables) on an economic 
rather than a personal basis, and so forth. These types of innovations are 
not easily introduced. Nevertheless, success was achieved in reversing the 
depreciation of the riyal, controlling some Government expenditures and 
preparing a budget which was published January 17. According to an official 
statement issued with the budget, SAG financial accomplishments during the 
first six months of 1378 (approximately the last six months of 1958) 
include a currency gain from open market operations, a substantial reduction 
in Government debt and an increase in the cover for money in circulation 


from 14% to 51%. (According to SAG regulations, the cover is supposed to 
be 100% at all times. ) 


As a consequence of the open market operations of the Saudi Arab 
Monetary Agency (SAMA), the average value of the riyal increased 5% from 
August to December. Thus the riyal which over the year was weaker in 1958 
than in 1957 ended the year stronger than it had been during the last four 
months of 1957. A chart depicting changes in the value of the riyal 
appears at the end of this section 


Lack of funds, coupled with the Government's concern regarding 
financial matters, led to a slowdown in expenditures on Government projects 
of a development nature, such as roads, dams, hospitals and schools. Size- 
able Government projects on which some progress nevertheless was made 
include the improvement of the Port of Dammam and the construction of several 
highways in Western Saudi Arabia. Work also continued on a number of private 
development schemes including the Jaizan agricultural project, the 
construction of a large cold storage plant and a one hundred ton per day 
gypsum factory in Riyadh, and a brick factory at al-Kharj. 


Under the new import regulations introduced in late May, SAMA 
since has made available each quarter about $20 million in foreign exchange 
at the official rate of exchange for the importation of necessities. 
Importers of other commodities have obtained their foreign exchange on 
the free market. The allocation of import licenses and concomitant foreign 
exchange has been according to plan, and the new arrangements appear to 
have general if reluctant acceptance among members of the merchant community. 
The success of the Government in strengthening the riyal has led in part 
to a slowdown in imports, since importers have been loath to make future 
commitments and banks have increased the sizes of cash deposits required 
prior to the opening of import credits. 


SAG authorities in the Eastern Province and the Hijaz dabbled 
during the year with the imposition of controls on retail prices, 
especially those of food staples. Neither Saudi authorities nor the Saudi 
public seem to have much of a taste for price control, and the subject 
may be dropped if economic conditions improve further. 


On balance, it may be said that the improved strength and 
stability of the riyal at the end of the year and the increased confidence 
of many séctors of the economy reflect the success of SAG's economic 
realignment to date. 


The following estimates indicate something of the general level 
of economic activity in Saudi Arabia in 1958 as compared with that of the 
three previous years. 


INDICATORS OF BCONOMIC ACTIVITY IN SAUDI ARABIA 


indicator 1955 1956 1957 1958 
Average free market value of the Saudi 
riyal, in dollars. » 267 2248 oa92 0187 


Imports into Saudi Arabia, excluding Aramco, 
coi. f., estimated from SAG Customs records, 
in millions of dollars. 180 218 220 214 


Indicator 1955 1956 1957 1958 


Marine imports into the Eastern Province, 
excluding Aramco imports, in thousands 


of long tons. 217 330 423 395 
Sales of crude and products in Saudi 
Arabia, in thousands of barrels. 2,096 2,606 3,241 3,941 
(Preliminary ) 
National Gas Company sales of LPG, 
in thousands of pounds. 2,603 3,620 4,348 5,495 
ESTIMATED FREE VALUE OF THE SAUDI RIYAL IN AL-—KHOBAR 


(In dollars, monthly, 1956 through 1958) 









































Note: The apparent strengthening of the riyal in December 1957 and January-February 
1958 was not due to market activity but to SAG action in closing and closely policing 
the free money market for brief periods during those months. 
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2. SAG Income in Forei Exc e 


Since SAG economic activity is so important to the economy of 
the country as a whole it is perhaps especially important to be able to 
bear in mind some measure of the financial resources available to the 
Government. An estimate of total imcome or resources, including riyal 
receipts, would be difficult to substantiate. Fortunately, most of SAG's 
income is in foreign exchange and we are able to approximate this fairly 
closely. In the following table SAG foreign exchange income for 1958 is 
compared with that for 1957 and estimated income in 1959. These figures 
are based on information accurate as of December 31, 1958 and do not take 
into account payment changes evolved after that date. 


ESTIMATED AND FORECAST SAUDI ARAB GOVERNMENT 
“FOREIGN EXCHANGE RECEIPTS 
(In Millions of U.S. Dollars) 








Aramco royalties and taxes 286.0 286.6 304.2 
Arameo loans 36.9 - - 
Personal income taxes paid in 
dollars through Aramco 3.4 sah is 
Getty Oil royalty payment 6.4 8.0 8. 
Arabia Oil Company payment - 1.5 l. 
Tapline payments 0.7 Q.7 0.7 
Sub Total 333.4 300.2 318.4 
Less: 
Tax assignments 80.0 110.0 92. 
SGRR and EXIM deductions 7.2 6.1 3. 
Aramco loan repayments 20.0 16.9 - 
Sub Total 107.2 135.0 95.3 
Plus: 
New borrowing? 95.3 140.0 87. 
Haj receipts 30.0 325* QO. 
Sub Total 125.3 14505 117.6 
Net Available Cash 391-5 10. 3.40.7 


* In 1958 pilgrims were free to purchase all of their riyal 
requirements on the free market, except probably the 
quarantine fee paid to SAG. In 1957 pil 8S were required 
to purchase riyals at the official rate of exchange for 
ostensibly all of their riyal requirements. SAG officials 
plan to enforce the same arrangements for 1959. 


# Adjusted for payment of interest. 
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3. Economic Development Committee 


In November the Prime Minister appointed a committee of experts 
to consider the future economic development of the Kingdom and to suggest 
an economic development program together with the means of financing it. 
The following are the members of the committee: 


1. Anwar Ali, Governor of the Saudi Arab Monetary Agency. 


2. Abd al-Aziz Azzam, a chemical engineer and lecturer at 
King Saud University. 


3. Anwar Iqbal Qureshi, an economic adviser to SAG. 
4. Khalid Budhu, an industrial adviser to SAG. 


5. Raja'’i al-Husseini, of the Ministry of Finance and 
National Economy. 


The establishment of this committee is a significant step since 
it represents the first time that the highest levels of the Saudi Arab 
Government have demonstrated their interest in developing the economy of 
Saudi Arabia on the basis of an overall economic plan. By letter of 
December 14, Aramco was asked to cooperate with the committee in every 
possible way. 


4. Imports 


SAG continues to control imports in accordance with Royal Decree 
#39, of May 25, 1958. The effects of current import regulations are 
described in some detail in the two previous quarterly reports. 


As expected, the ban on the importation of motor vehicles, which 
expired in November, was extended for an additional six month period. The 
ban renewal was phrased so as to permit the importation of buses and trucks. 


SAG price controls (see section 5) have led in the Hijaz to a 
rather curious practice, the sale by public auction of licenses for the 
importation of sheep. Importers at such Sm auction are to bid in terms of 
the retail price in riyals for which they guarantee to sell the sheep, the 
licenses to be awarded to the importer(s) guaranteeing the lowest retail 
price. 


5. Prices 


Wholesale prices of basic food staples and of construction 
materials decreased during 1958. A rough measure of the extent of the 
decrease can be obtained by a simple average of the prices for the 
commodities which we regularly have priced throughout the year. If this 
is done, the decrease in wholesale food prices from December 1957 to 
December 1958 is on the order of 9%, and that in construction materials 12%. 


These decreases are connected only indirectly with the vaiue of 
the riyal, which was 3% higher in December 1958 than in December 1957. 
Food prices decreased because significant amounts of foreign exchange were 
made available for foodstuffs at the official rate of exchange throughout 
most parts of the year, because of implied and implicit price controls and 
because increased stability and confidence lessened public interest in 
hoarding. Prices of construction materials probably decreased largely 
because of reduced demand due to the drop in Government and other 
construction activity. 


Retail prices generally have followed those of the wholesale 
markets. As measured by the Saudi Consumers’ Price Index, food prices in 
the local area were 7% less in December 1958 than a year earlier. 


Prices of fresh imported lamb, fruits and vegetables now are 
controlled in theory through import licensing procedures. Licenses are to 
be granted for the importation of these items with official rate exchange 
only to importers who guarantee to sell these products at retail at or 
below an agreed price, currently in the Eastern Province about SR 10 per 
ruba' for lamb. In December little meat was available at the controlled 
price, but certain (not all) vegetables and fruits in season could be 
purchased. The general practice in the case of meat appears to be to sell 
at the controlled price no more than one pound, largely waste, to each 
customer. If a customer wants more of his purchase to be meat and less 
of it to be fat and bone, or if he wants to buy more than one pound, he 
usually can fulfill his wishes quite openly at SR 12-15 per ruba'. 


The graphs at the end of this report indicate the movement 
of the wholesale prices of selected foodstuffs and construction materials. 


6. Cement 


Commercial production of cement began at the Arabian Cement 
Company plant outside of Jiddah in the fall of the year. Output during 
Jamada I (November 13 - December 12) was 2,732 tons, or about 30% of 
normal rated capacity. At the end of the year there still were some 


production bottlenecks, but the company was certain that they would be 
overcome. 


In January there was talk in the suq at Jiddah that Arabian 
cement might be of questionable value since it was different in color from 
imported cement. The Arabian Cement Company was frantically wiring Germany, 
it was said, to discover some way of masking the tell-tale color. The 
story appears to be baseless, since the principal administrative difficulty 


of the cement company is the need to ration production among its many 
clients. 


Following the departure of the first manager, Mr. Ahmad Jamjun, 
who was made Minister of State in the Saudi Arab Government, Mr. Sahl Kabbani 
became manager of the cement company. Mr. Kabbani, a member of a well-known 


Saudi Arab family of Syrian origin, has spent eight years in the United 
States where he studied engineering. 


=~) = 


The Arabian Cement Company now has about 250 full time employees, 
normally working in three shifts. It is hoped to operate the complete 
plant, including the lime factory which has not yet been built, with a 
labor force of 150-160. 


The Saudi Cement Company is putting up foundations and buildings 
for its plant at Jadidah, on the Shedgum road to Hofuf. Administrative 
offices have been opened in Dammam. Production is to begin in 1960. 


7. The Port of Damman 


A contract for work on the new pier at Dammam was signed late in 
November between the Saudi Arab Government and Brown Associates, a U.S. 
firm with an office in Beirut. The contract means that SAG has nominated 
Brown to do the job. The work cannot actually begin until the United States 
Government accepts the SAG nomination, probably just a formality. 


Brown plans to do the engineering work (about $8 million) and to 
turn over $7 million worth of blasting and dumping to General Enterprise 
Company. It was the manager of the latter, Mohammad Ramadhan, who arranged 
for Brown to bid on the contract. It is hoped to begin work in January 1959. 


Economics Department 
Ihahran * WAsmak 


January 25, 1959 


LOCAL PRICES OF CONSTRUCTION MATERIALS 


(Index Numbers: Jan. to June 1958 = 100) 





a 8 0 ——s 
Window frame 








Cement blocks 





-9 - 


LOCAL WHOLESALE PRICES OF BASIC FOODSTUFFS 
ENE LY BOO DSTUPES 


(Index Numbers: Jan. to June 1958 = 100) 
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1. Review of the First Six Months of 1959 


The first half of 1959 was a time of financial stability and 
improvement coupled with austerity, retrenchment and mild business reces- 
sion. Stocks of food and clothing were ample throughout the period. 
Despite the desultory nature of commercial activity and the lack of growth 
or expansion, the economy was fundamentally healthy. 


The economic flavor for the period was set by the Government 
which continued with remarkable singleness of purpose to carry out the 
financial and budgetary reforms initiated during the previous year. The 
budget for the fiscal year 1378/79 (approximately the year 1959) was 
published January 14. During the ensuing six months there appears to 
have been strict adherence to the letter and spirit of this essentially 
belt-tightening document. Inflation clearly has been stopped and the 
foundation laid for as sound an economy as possible in the circumstances 
of Saudi Arabia's economic resources. 


As a pivotal part of financial reform, the cash position of the 
Saudi Arab Monetary Agency has been improved significantly. Its commercial 
overdrafts have been cleared up, and no new commercial borrowings under- 
taken. SAG paid $5 million on a $25 million debt to a foreign bank, and 
arrangements were made to reschedule the repayment of the remaining 
$20 million on terms slightly more favorable to SAG. These reassuring 
developments should not obscure the fact that SAG still has heavy debts 
which must be paid in some way, at some time. For example, the Government 
committee established to review SAG's internal debt is said to have verified 
and approved the payment of SR 58 million owed to Mr. Hassan A. Sharbatly, 
and to have set aside for further consideration an additional Sharbatly 
claim in the amount of SR 30 million. The payment of this and extensive 
other debts may handicap SAG development plans for years to come. 


The undeniable success to date of the reform program initiated 
last year is not without its critics. Many businessmen, and some young 
intellectuals as well, concede that the financial condition of the country 
has improved but feel that there should have been a way to have achieved 
the improvement without paying for it by business "stagnation", unemployment 
and increased Government economic controls. Most of the critics overlook 
the fact that the last few years have been most unusual, since SAG spent 
not only all its current income but also its currency reserves, and went 
into debt as well. They also may not wish to face up to the likelihood 
that it unfortunately may not be possible for every person in a country to 
be a successful merchant. Nevertheless, criticism of SAG policies may 
increase and may at some later date force the Government to amend its 
policies. 


Dr. Ahmad Zaki Saad, principal author of the financial reform, 
returned to Saudi Arabia July 2 to evaluate the implementation of his 
suggestions and formulate recommendations for further measures. 


2. Income of Saudi Arabia 


Although we do not have estimates of the size of the national 
income of Saudi Arabia, income no doubt is less at present than it was 
during the recent period of spending and inflation. The decrease in 
activity in the private sector of the economy, including the decreasing 
income from the pilgrimage, is mentioned elsewhere in this report. The 
Government's income is affected directly by conditions in the world oil 
business, in particular of course by price cuts such as the decreases 
this spring in the posted prices for Aramco production. Downward revisions 
in estimated payments to SAG, illustrated in the following — naturally 
complicate SAG's budget and fiscal administration. 


ESTIMATED GROSS AMOUNTS PAYABLE AND PAID TO SAG BY ARAMCO 
(1959, In Millions of Dollars) 


Jan, Feb, Mar. Apr, May June July Aug. Sep. Oct. Nov. 


Estimated Gross Amounts 


Payable: 


Estimate 
Estimate 
Estimate 
Estimate 
Estimate 
Estimate 


of Mar.15, '58 27.0 27.8 27.0 

of Juon.15, "58 25.7 26.1 25.3 26.3 25.8 26.1 

of Oct. 1, "58 25.3 25.6 24.9 25.8 25.4 25.6 25.7 25.6 27.7 

of Nov.29, '58 25.3 25.4 24.8 25.6 25.0 25.2 25.3 25.2 25.9 25.9 26.0 
of Mar.14, '59 2ho3 22 WA 2-6 26 WZ We2 2.2 
of Jun. 7, '59 Chee Qhsh 23ek 23el 2302 


Gross Amounts Actually 


Paid: 


Qhe2 2he2 2.0 25.2 2.2 27.1* 


* Including a retroactive tax payment on 1956 and 1957 income in the 
amount of $2.6 million. 


3. The Riyal 


The riyal strengthened a penny over the period January through June, 
from an average value of 19.32¢ in the former month to 20.32¢ in the latter. 
A graph showing changes in the value of the riyal during the past three 
years will be found at the end of this report. 


In Jamuary the Saudi Arab Monetary Agency (SAMA) reduced its 
free market selling rate for dollars from SR 5.32 to SR 5.18 = $1.00. In 
March SAMA reduced the rate further, to SR 5.023 = $1.00, and announced 
at the same time that that rate would be maintained "for an unspecified 
period.* The purpose of the announcement was to encourage importers to 
conduct their business in a normal fashion and not to put off foreign 


3, The Riyal (Continued) 


exchange commitments in anticipation of a strengthened riyal. The Agency 
maintained this rate throughout the rest of the period under review and, 
in addition, was able in May and June to avoid selling foreign exchange 
against riyais since foreign exchange was plentiful due to the demand for 
riyais engendered by the Haj 


SAMA reieased an additional SR 40 million in currency during the 
pilgrimage season, bringing the value of pilgrim receipts in circulation to 
about SR 690 miiiion., The cover for this currency in the issue department 
of SAMA ts in excess of 60%, which does not count certain reserves held by 
SAMA in its banking department. 


4 Prices 

The increasing strength and the relative stability of the riyal, 
coupled with the success of the import licensing program and the slowdown 
in economic activity, led during the first six months of 1959 to general 
price decreases. In the Eastern Province, the wholesale prices of all 
foodstuffs on which we keep records decreased, as did the prices of most 
construction materials. Graphs of these local prices appear at the end of 
this report. 


The Import Office at Riyadh recently prepared a comparison of 
the prices in that city in Ramadhan 1377 and Ramadhan 1378 of the goods 
which are imported under license. In 35 out of 36 cases prices had 
decreased. The price reductions varied from 14% in the case of lentils to 
51% in the case of sheep; the unweighted average price reduction was 28%. 
A similar study of 48 commodities in Jiddah showed price decreases in 47 
instances, ranging from 4% in the case of coconut oil to 67% in the case 
of chestnuts, with an average price reduction of 29%. 


9. Lmports. 

The value of the goods imported into Saudi Arabia continues to 
increase despite the slowdown in economic activity and the recently ended 
prohibition against the importation of passenger vehicles. The latest 
(preliminary) figures available indicate that imports during the first ten 
months of 1378 (July 18, 1958--May 8, 1959) were valued at SR 787 million, 
or about $210 million. Imports during the similar periods of 1377 and 1376 
were SR 729 million and SR 659 million respectively. 


SAG continues to control the importation of necessities through 
the licensing procedure established by Royal Decree No. 39 of May 25, 1958. 
(This is described in our Quarterly Economic Report dated July 27, 1958 
and in subsequent reports.) In 1378 the equivalent of $83.7 million in 
foreign exchange was allocated by SAG for sale to importers at the official 
rate of exchange, SR 3.75 = $1.00. Licenses actually were issued for the 


5, Imports (Continued) 


importation of goods valued at $82.5 million. Import control now is 
functioning so smoothly that not only were licenses for the four quarters 
of 1378 issued about on time, but licenses for the first quarter of 1379 
were distributed prior to the beginning of the year. Importers thus have 
received licenses for six quarters within the time period of one year and 
appear generally satisfied with the administration of the program. The 
Comptroller General of Imports plans to open an additional regional office 
at ‘Arar, near Badanah, to supplement the work of his offices at Jiddah, 
Riyadh and Dammam. 


The prohibition against the importation of passenger vehicles 
which expired in May was not renewed. Instead, customs duties on passenger 
cars valued at SR 18,000 (4,800) or more c.i.f. Jiddah were inoreased from 
30% to 45% primarily in order to discourage luxury imports. In order to 
prevent overchanging of consumers, retail prices have been fixed and a 
Decree of June 6 prohibits the sale of an automobile for more than the 
original price within one year of its purchase from the importer. 


The Comptroller General of imports is establishing car prices 
in such a way as to grant importers of cars a profit of fifteen per cent 
on all costs, including the cost of the car, transportation, customs and 
handling charges. Car importers are reported to resent this governmental 
intereference in their normal terms of business. 


6. Pilgrimage 


From the economic point of view the 1959 pilgrimage was a little 
disappointing. The number of foreign pilgrims was reported as 207,171, 
continuing the downward trend which has followed the record of 232,971 
pilgrims set in 1955. There was a tendency for foreign pilgrims to arrive 
later and leave earlier than they had in previous years, a matter encouraged 
by some of their countries which are trying to conserve foreign exchange. 
The Indian Government reduced the amount of foreign currency permitted each 
of the 19,948 pilgrims from India from the 1958 allowance of Rs. 2,400/5,400 
(depending upon time and mode of travel) to Rs.1,200/1,800. Pakistan 
authorities restricted the number of Pakistan pilgrims to about half of 
last year's number, also for foreign exchange reasons. Moreover, the 
weather in the Hijaz at the time of the pilgrimage was extremely hot and 
sandy, which reduced significantly the number of local pilgrims. 


From the point of view of the foreign pilgrims, the pilgrimage 
should have been pleasant economically since occas for pilgrims from 
Egypt) they were permitted to change their money on the free market. This 
was a distinct advantage insofar as they spent their riyals on foodstuffs 
and other commod#ties imported under license with official rate exchange. 


6, Pilgrimage (Continued) 





We estimate that the pilgrimage brought into the country about 
$43 million worth of foreign exchange. The demand for riyals created by 
this roreign exchange has been a principal reason for continuing strength 
of the riyal over the past two months. 
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Cemen*. 


The Arabian Cement Company at Jiddah suffered during the first 
half of 1959 from difficulties of both a technical and a market nature. 
This company is the largest ali-Saudi manufacturing plant in existence 
and it is one of the first large, widely-held Saudi stock companies. Its 
success (or failure) therefore may have an important bearing on Saudi 
economic development over the next few years. 


Technically, the cement plant has not yet been able to function 
properly for a sustained period. A major difficulty -- a leakage of fresh 
air which was supposed to enter the kiln but which was by-passing the kiln 
and going to the heat exchanger --. was corrected at the end of June, and 
output was above rated capacity for a twelve-hour period the next day. 

Other technical difficulties still must be solved, however, before production 
can be maintained at 300 tons per day. Cement output currently is averaging 
better than 200 tons per day. 


Sales of cement dropped significantly in March, and remained 
generally below output through June, because importers of Egyptian cement 
were able to under-sell Arabian cement in the major markets of the Hijaz. 
In recent months Egyptian cement frequently has sold for SR 4.30 per bag 
in Jiddah, and at times it has dipped to SR 4.15. By contrast, the price 
of Arabian cement through June was SR 4.25 per bag, delivered at the plant 
14 kilometers outside of Jiddah. 


A retail price for imported cement on the order of SR 4.25 per 
bag historically is low for Jiddah. It probably has been possible because 
of an unusual conjuncture of the following phenomena: 


(1) Egyptian cement was sold at low prices. (From 1956 through 
June 1958 —— the latest period for which price information 
is readily available -- the list price of Egyptian cement 
was 514 piastres per ton, equivalent to about SR 2+ per bag, 
f.o.b. Tourah-Helwan. ) 


(2) Importers were able to buy at favorable rates the Egyptian 
currency with which they purchased cement in Egypt. 


(3) Since shipping is depressed, transportation costs were low. 


(4) Although the customs duty on cement imported from non-Arab 
countries is 44 Saudi quirsh per bag (SR 0.41), the duty 
on Egyptian cement is only 3.375 Saudi quirsh (SR 0.31) 
because of Arab League agreements. 


7. Cement (Continued 


(5) Since economic activity in the Hijaz has been dampened by 
SAG financial policy, and the demand for cement presumably 
has slackened, importers may have been willing to accept 
less than their usual profit margins in order to turn over 
their inventories. 


The first step taken by the Arabian Cement Company to meet this 
competition was the removal in May of the requirement that the minimum sale 
be 100 tons. Other steps under consideration are (1) pressure on SAG to 
limit the importation of cement into Jiddah, (2) attempts to secure an 
increase in the tariff on Egyptian cement, (3) offering discounts for large 
scale purchases, and (4) reducing prices. 


As a partial offset against cement difficulties, the lime plant 
began working on July 3. No difficulties were encountered during the 
first days of test operations. 


In the Eastern Province, the Saudi Cement Company is continuing 
its efforts to get into production, now scheduled for November 1960. The 
rail spur to the factory site north of Hofuf has been completed, living 
quarters have been built, factory buildings are under construction and 
about three-quarters of the equipment for the plant has arrived from 
Germany. 


8. The Port of Dammam 


Brown Engineers International began work related to construction 
of the new pier in the port of Dammam several months prior to the formal 
commencement of work on July 1. Drilling and blasting operations were 
started at the shoreline quarry, which is thought to contain sufficient 
rock of suitable quality for the entire job. Work also was begun toward 
rehabilitating the old railroad shoreline camp in order to house the 30-35 
American employees expected in Dammam for the bulk of the work. The project 
supervisor has been in residence since early May and a number of quarry 
supervisors, drilling and blasting men already are on the job. 


Forty thirty-two cubic yard, air-operated dump cars now are 
en route from the manufacturer to SGRR and three locomotives have been 
ordered for October delivery in Dammam. With this equipment SGRR is to 
handle 150-200 carloads of rock per day from quarry to trestle. 


The construction of the pier itself has been sub-contracted to 
J. H. Pomeroy & Co. of San Francisco. Pomeroy will bring construction 
equipment to Dammam from Kuwait, where the company has been building the 
large Kuwait pier. 


9. riculture 


Crops in the Eastern Province are average this year. Vegetable 
production continues to increase. Aramco contracted for some 250,000 pounds 
of locally produced fresh vegetables. The Company and the local markets 
purchased over 310,000 pounds of fresh vegetables from 14 farmers in the 
Qatif and Hofuf areas. 


SAG has been relatively active in agriculture in the Eastern 
Province during the past six months. The Agricultural Research Station at 
Hofuf has started an animal research section. An agriculturist was 
stationed in Dammam to do work of an extension type. The Ministry of 
Agriculture contracted for the first increment of the Qtif drainage 
project, construction to begin in the fall. 


Locust control work has been completed and the United Nations - 
Indian group has left Saudi Arabia. Infestation was high this year, but a 
95% kill was effected in the area between Qasisumah and Hofuf. 


The Americans formerly at al-Kharj have left, and the farms are 
being run as a commercial venture by the ibn Ladin interests. 


10. Reserve Requirement 


In January the Minister of Finance and National Economy  .- 
promulgated a regulation requiring each bank in Saudi Arabia to keep with 
the Saudi Arab Monetary Agency a permanent credit account equal to not 
less than 15% of its deposits. While this is a new measure for Saudi 
Arabia, it is a common arrangement elsewhere, some sixty other countries 
having similar regulations at the present time. The usual purpose is to 
assure the liquidity or solvency of commercial banks. By introducing the 
reserve concept into Saudi Arabia at the present time, SAG also contributed 
to its overall program of disinflation, i.e. this measure was an effective 
means of removing riyals from circulation at no cost to SAG. There are 
indications that although the foreign banks in Saudi Arabia were able to 
comply with the regulation quickly, other banks were hard-pressed to 
find the necessary ready cash. 


ll. Development 


A period of retrenchment, austerity and economic slowdown is not 
conducive to the proliferation of development plans and projects. Neverthe- 
less, the subject of development has not been set aside entirely. Shaikh 
Ahmad Jamjum, Minister of State, was appointed head of the Economic Develop- 
ment Committee, described in the Annual Economic Report for 1958. He has 
arranged for the appointment of six high-ranking Saudi officials to the 
Committee, in order to increase its effectiveness. A new stock company, 
the National Gypsum Company, was established in the spring to exploit gypsum 
deposits in the Nejd. The company, which has its headquarters in Riyadh, is 
capitalized at SR 12,000,000. Developments in agriculture, cement production 
and the rort of Dammam are discussed elsewhere in this report. 
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Estimated Free Market Value Of The Saudi Riyal In al-Khobar 
(In dollars, monthly, June 1956 through June 1959) 
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* The apparent strengthening of the riyal in December 1957 and January-February 
1958 was not due to market activity but to SAG action in closing and closely policing 
the free money market for brief periods during those months. 


LOCAL WHOLESALE PRICES OF BASIC FOODSTUP*S 


(Index Numbers: Jan. to June 1958 = 1 
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le Review of the First Six Months of 1959: 


The first half of 1959 was a time of financial stability and improvement 
coupled with austerity, retrenchment and mild business recession. Stocks of food 
and clothing were ample throughout the period. Despite the desultory nature of 
commercial activity and the lack of growth or expansion, the economy was 
fundamentally healthy. 


The economic flavor for the period was set by the Government which continued 
with remarkable singleness of purpose to carry out the financial and budgetary 
reforms initiated during the previous year. The budget for the fiscal year 
1378/79 (approximately the year 1959) was published January 1. During the 
ensuing six months there appears to have been strict adherence to the letter and 
spirit of this essentially belt-tightening document. Inflation clearly has been 
stopped and the foundation laid for as sound an economy as possible in the 
circumstances of Saudi Arabia's economic resources. 


As a pivotal part of financial reform, the cash position of the Saudi Arab 
Monetary Agency has been improved significantly. Its commercial overdrafts 
have been cleared up, and no new commercial borrowings undertaken. SAG paid 
$5 million on a $25 million debt to a foreign bank, and arrangements were made 
to reschedule the repayment of the remaining $20 million on terms slightly 
more favorable to SAG. These reassuring developments should not obscure the 
fact that SAG still has heavy debts which must be paid in some way, at some 
time. For example, the Government committee established to review SAG's 
internal debt is said to have verified and approved the payment of SR 58 million 
owed to Mr. Hassan A. Sharbatly, and to have set aside for further consideration 
an additional Sharbatly claim in the amount of SR 30 million. The payment of 
this and extensive other debts may handicap SAG development plans for years to 
COME « 


The undeniable success to date of the reform program initiated last year 
is not without its critics. Many businessmen, and some young intellectuals as 
well, concede that the financial condition of the country has improved but feel 
that there should have been a way to have achieved the improvement without 
paying for it by business "stagnation", unemployment and increased Government 
economic controls. Most of the critics overlook the fact that the last few years 
have been most unusual, since SAG spent not only all its current income but 
also its currency reserves, and went into debt as well. They also may not wish 
to face up to the likelihood that it unfortunately may not be possible for every 
person in a country to be a successful merchant. Nevertheless, criticism of 
SAG policies may increase and may at some later date force the Government to 
amend its policies. 


Dre Ahmad Zaki Saad, principal author of the financial reform, returned to 
Saudi Arabia July 2 to evaluate the implementation of his suggestions and 
formulate recommendations for further measurese 


2 Income of 
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Ze Income of Saudi Arabia: 


Although we do not have estimates of the size of the national income of 
Saudi Arabia, income no doubt is less at present than it was during the recent 
period of spending and inflation. The decrease in activity in the private sector 
of the economy, including the decreasing income from the pilgrimage, is mentioned 
elsewhere in this report. The Government's income is affected directly by 
conditions in the world oil business, in particular of course by price cuts such 
as the decreases this spring in the posted prices for Aramco production. Downward 
revisions in estimated payments to SAG, illustrated in the following table, 
naturally complicate SAG's budget and fiscal administration. 


ESTIMATED GROSS AMOUNTS PAYABLE AND PAID TO SAG BY ARAMCO 
1959, Millions of Dollars 


Este Gross 
Ants Payable: Jane Feb. Mar. Apr. May dune July Auge Sep. Oct. Nov. Dece 


Este Marel5, 168 R100 27e8B 27-0 

Este Junel5, 158 2567 26el 2563 2663 2568 26el 

Este Octel,'S8 2563 2506 2ye9 2508 250, 250 2507 2506 2707 
Este Nove29, 58 2503 250, 2heB 2506 25.0 2502 2503 2508 25.9 25.9 26.0 25.8 
Este Mare ly 159 2he3 2he2 Qhelt Zeb Zed 2he 3 Rhee 2hiee 2heO 
Este June7, '59 Cer Shee 23el 2391 2362 23.0 


Gross Amounts Actuall 
Paids Dee Qe? AeO 2502 Ahe2 27.1% 


# Including a retroactive tax payment on 1956 and 1957 income in the amount of 
$ 2.6 million. 


3. The Riyals 


The riyal strengthened a penny over the period January through June, from an 
average value of 19.32¢ in the former month to 20.32¢ in the latter. A graph 
showing changes in the value of the riyal during the past three years will be 
found at the end of this report. 


In January the Saudi Arab Monetary Agency (SAMA) reduced its free market 
selling rate for dollars from SR 5.32 to SR 5.18 = $1.00. In March SAMA reduced 
the rate further, to SR 5.023 = $1.00, and announced at the same time that that 
rate would be maintained "for an unspecified period." The purpose of the announce- 
ment was to encourage importers to conduct their business in a normal fashion and 
not to put off foreign exchange commitments in anticipation of a strengthened 
riyale The Agency maintained this rate throughout the rest of the period under 

review and, in addition, was able in*May and June to avoid selling foreign 
exchange against riyals since foreign exchange was plentiful due to the demand for 
riyals engendered by the Haj. 


SAMA released 
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SAMA released an additional SR },O million in currency during the pilgrimage| 
season, bringing the value of pilgrim receipts in circulation to about SR 690 
million. The cover for this currency in the issue department of SAMA is in excess 
of 60%, which does not count certain reserves held by SAMA in its banking depart- 
mente 


ie Prices: 


The increasing strength and the relative stability of the riyal, coupled with 
the success of the import licensing program and the slowdown in economic activity, 
led during the first six months of 1959 to general price decreases. In the 
Eastern Province, the wholesale prices of all foodstuffs on which we keep»records 
decreased, as did the prices of:mast construction materials. Graphs of these local 
prices appear at the end of this report. 


The Import Office at Riyadh recently prepared a comparison of the prices in 
that city in Ramadhan 1377 and Ramadhan 1378 of the goods which are imported 
under licensee In 35 out of 36 cases prices had decreased. The price reductions 
varied from 1% in the case of lentils to 51% in the case of sheep; the unweighted 
average price reduction was 28% A similar study of 8 commodities in Jiddah 
showed price decreases in }}7 instances, ranging from % in the case of coconut 
oil to 67% in the case of chestnuts, with an average price reduction of 29% ° 


Se Imports: 


The value of the goods imported into Saudi Arabia continues to increase 
despite the slowdown in economic activity and the recently ended prohibition 
against the ‘importation of passenger vehicles. The latest (preliminary) figures 
available indicate that imports during the first ten months of 1378 (July 18, 
1958={-May 8, 1959) were valued at SR 787 million, or about $210 million. Imports 
during the similar periods of 1377 and 1376 were SR 729 million and SR 659 
million respectively. 


SAS continues to control the importation of necessities through the licensing 
procedure established by Royal Decree Noe 39 of May 25, 1958. (This is described 
in our Quarterly Economic Report dated July 27, 1958 and in subsequent reports.) 
In 1378 the equivalent of $83.7 million in foreign exchange was allocated by SAG 
for sale to importers at the official rate of exchange, SR 3.75 = $1.00. licenses 
actually were issued for the importation of goods valued at $82.5 million. Import 
control now is functioning so smoothly that not only were licenses for the four 
quarters of 1378 issued about on time, but licenses for the first quarter of 1379 
were distributed prior to the beginning of the: year. Importers thus have received 
licenses for six quarters within the time period of one year and appear generally 
satisfied with the administration of the program. The Comptroller General of 
Imports plans to open an additional regional office at ‘Arar, near Badanah, to 
supplement the work of his offices at Viddah, Riyadh and Dammam. 


The prohibition 
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The prohibition against the importation of passenger vehicles which expired 
in May was not renewed. Instead, customs duties on passenger cars valued at 
SR 18,000 ($,800) or more ceiefe Jiddah were increased from 30% to 5% primarily 
in order to discourage luxury imports. In order to prevent overchanging of 
consumers, retail prices have been fixed and a Decree of June 6 prohibits the 
sale of an automobile for more than the original price within one year of its 
purchase from the importer. 


The Comptroller General of imports is establishing car prices in such a way 
as to grant importers of cars a profit of fifteen per cent on all costs, including 
the cost of the car, transportation, customs and handling charges. Car importers 


are reported to resent this governmental interference in their normal terms of 
business. 


6. Pilgrimage: 


From the economic point of view the 1959 pilgrimage was a little disappointing. 
The number of foreign pilgrims was reported as 207,171, continuing the do:miard 
“rend which has followed the record of 232,971 pilgrims set in 1955. There was a 
tendency for foreign pilgrims to arrive later and leave earlier than they had 
in previous years, a matter encouraged by some of their countries which are trying 
to conserve foreign exchange. The Indian Government reduced the amount of foreign 
currency permitted each of the 19,98 pilgrims from India from the 1958 allowance 
of Rs 2 );00/5,),00 (depending upon time and mode of travel) to Rise 1,200/1,800. 
Pakistan authorities restricted the number of Pakistan pilgrims to about half of 
last year's number, also for foreign exchange reasonse Moreover, the weather in 
the Hijaz at the time of the pilgrimage was extremely hot and sandy, which reduced 
significantly the number of local pilgrims. 


From the point of view of the foreign pilgrims, the pilgrimage should have 
been pleasant economically since (except for pilgrims from Egypt) they were 
permitted to change their money on the free market. This was a distinct advantage 
insofar as they spent their riyals on foodstuffs and other commodities imported 
under license with official rate exchange. 


We estimate that the pilgrimage brought into the country about $3 million 
worth of foreign exchange. The demand for riyals created by this foreign 
exchange has been a principal reason for continuing strength of the riyal over 
the past two months. 


Te Cement: 


The Arabian Cement Company at Jiddah suffered during the first half of 
1959 from difficulties of both a technical and a market gature. This company is 
the largest all-Saudi manufacturing plant in existence and it is one of the first 
large, widely-held Saudi stock companies. Its success (or failure) therefore 
may have an important bearing on Saudi economic development over the next few 
yearse 


Technically, the 
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Technically, the cement plant has not yet been able to function properly 
for a sustained period. A major difficulty -- a leakage of fresh air which 
was supposed to enter the kiln but which was by-passing the kiln and going to 
the heat exchanger -- was corrected at the end of June, and output was above 
rated capacity for a twelve-hour period the next day. Other technical difficulties 
still must be solved, however, before production can be maintained at 300 tons 
per day. Cement output currently is averaging better than 200 tons per day. 


Sales of cement dropped significantly in March, and remained generally 
below output through June, because importers of, Egyptian cement were able to 
under~sell Arabian cement in the major markets of the Hijaze In recent months 
Egyptian cement frequently has sold for SR }.30 per bag in Jiddah, and at times 
it has dipped to SR }.15. By contrast, the price of Arabian cement through 
June was SR }\.25 per bag, delivered at the plant 1); kilometers outside of Jiddah. 


A retail price for imported cement on the order of SR }.25 per bag 
historically is low for Jiddah. It probably has been possible because of an 
unusual conjuncture of the following phenomena: 


1) Egyptian cement was sold at low prices. (From 1956 through June 
1958 == the latest period for which price information is readily 
available -- the list price of Egyptian cement was 51) piastres per 
ton, equivalent to about SR 2 per bag, feoebe Tourah-Helwan. ) 


2) Importers were able to buy at favorable rates the Egyptian currency 
with which they purchased cement in Egypt. 


3) Since shipping is depressed, transportation costs were low. 


hh) Although the customs duty on cement imported from non-Arab countries 
is 3 Saudi quirsh per bag (SR 0.)1), the duty on Egyptian cement is 
only 3¢375 Saudi quirsh (SR 0.31) because of Arab League agreements. 


5) Since economic activity in the Hijaz has been dampened by SAG 
financial policy, and the demand for cement presumably has slackened, 
importers may have been willing to accept less than their usual profit 
margins in order to turn over their inventories. 


The first step taken by the Arabian Cement Company to meet this competition 
was the removal in May of the requirement that the minimum sale be 100 tons. 
Other steps under consideration are (1) pressure on SAG to limit the importation 
of cement into Jiddah, (2) attempts to secure arincrease in the tariff on Egyptian 
cement, (3) offering discounts for large scale purchases, and (),) reducing prices. 


As a partial offset against cement difficulties, the lime plant began working 
on July 3. No difficulties were encountered during the first days of test 
operationse 


In the 
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In the Eastern Province, the Saudi Cement Company is continuing its efforts 
to get into production, now scheduled for November 1960. The rail spur to 
the factory site north of Hofuf has been completed, living quarters have been 
built, factory buildings are under construction and about three-quarters of the 
equipment for the plant has arrived from Germany. 


8e The Port of Dammam: 


Brown Engineers International began work related to construction of the new 
pier in the port of Dammam several months prior to the formal commencement of 
work on July 1. Drilling and blasting operations were started at the shoreline 

quarry, which is thought to contain sufficient rock of suitable quality for 

the entire jobe Work also was begun toward rehabilitating the old railroad 
shoreline camp in order to house the 30-35 American employees expected in Dammam 
for the bulk of the work. The project supervisor has been in residence since 
early May and a number of quarry supervisors, drilling and blasting men already 
on the jobe 


Forty thirty-two cubic yard, air-operated dump cars now are en route from 
the manufacturer to SGRR and three locomotives have been ordered for October 
delivery in Dammam. With this equipment SGRR is to handle 150-200 carloads of 
rock per day from quarry to trestle. 


The construction of the pier itself has been sub-contracted to J. H. 
Pomeroy & Coe of San Francisco. Pomeroy will bring construction equipment to 
Dammam from Kuwait, where the company has been building the large Kuwait pier. 


96 Agriculture: 


Crops in the Eastern Province are average this year. Vegetable production 
continues to increasee Aramco contracted for some 250,000 pounds of locally 
produced fresh vegetables. The Company and the local markets purchased over 
310,000 pounds of fresh vegetables from 1) farmers in the Qatif and Hotuf areas. 


SAG has been relatively active in agriculture in the Eastern Province 
during the past six months. The Agricultural Research Station at Hofuf has 
started an animal research section. An agriculturist was stationed in Dammam 
to do work 6f an extension type. The Ministry of Agriculture contracted for 
the first increment of the Qatif drainage project, construction to begin in 
the fall. 


Locust control work has been completed and the United Nations - Indian 
group has left Saudi Arabia. Infestation was high this year, but a 95% kill 
was effected in the area between Qasisumah and Hofuf. 


The Americans formerly at al-Kharj have left, and the farms are 
being run as a commercial venture by the ibn Ladin interests. 


10. Reserve 
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10. Heserve Requirement: 


In January the Minister of Finance and National Economy promulgated a 
regulation requiring each bank in Saudi Arabia to keep with the Saudi Arab 
Monetary Agency a permanent credit account equal to not less than 15% of its 
deposits. While this is a new measure for Saudi Arabia, it is a common 
arrangement elsewhere, some sixty other couhtries having similar regulations 
at the present time. The usual purpose is to assure the liquidity or solvency 
of commercial banks. By introducing the reserve concept into Saudi Arabia at 
the present time, SAG also contributed to its overall program of disinflation, 
iee. this measure was an effective means of removing riyals from circulation 
at no cost to SAG. There are indications that although the foreign banks in 
Saudi Arabia were able to comply with the regulation quickly, other banks were 
hard-pressed to find the necessary ready cash. 


Like Development: 


A period of retrenchment, austerity and economic slowdown is not conducive 
to the proliferation of development plans and projects. Nevertheless, the 
subject of development has not been set aside entirely. Shaikh Ahmad Jamjun, 
Minister of State, was appointed head of the Economic Development Committee, 

- described in the Annual Economic Report for 1958. He has arranged for the 
appointment of six high-ranking Saudi officials to the Committee, in order to 
increase its effectiveness. A new stock company, the National Bypsum Company, 
was established in the spring to exploit gypsum deposits in the Nejd. The 
company, which has its headquarters in Riyadh, is capitalized at SR 12,000,000. 
Developments in agriculture, cement production and the Port of Dammam are 
discussed elsewhere in this reporte 
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ESTIMATED FREE MARKET VALUE OF THE SAUDI RIYAL IN AL—KHOBAR 


(In dollars, monthly, June 1956 through 
June 1959 





* The apparent strengthening of the riyal in December 1957 and January-February 1958 
was not due to market activity but to SAG action in closing and closely policing the 
free money market for brief periods during those monthse 
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| The following despatch consists of excerpts fromthe CONFIDENTIAL monthly 
economic report for July 1959 by a local banking official to his home office. 
Other sources bear out the same picture of a dull exchange and import market, 


EXCHANGE 


With effect from July 22, the Saudi Arabian honetary Agency reduced its 
free market rates for U. S. Dollars and Sterling, to ),750 and 13,31 respectively, 
declaring at the same time i.e. that "consistent with the recent policy, it 
is intended to keep the free market rate stable for an undefined period". 


For the first time since the Government started its reform program, the 
SANA thus effected an appreciation of the riyal, which ‘brought the dollar end 
sterling free market rates appreciably lower than the sukh-rates prevailing 
at the time of SAMA's above announcement. The sukh, however, was hardly impressed 
and didn't show much willingness to repay advances taken up in foreign currency 
from banks against free imports. This fact coupled with a still tightening 
riyal money-market onthe one hand and a continued, though perhaps somewhat 
more cautious short selling policy of money-brokers on the other hand, resulted 
in sukh-rates et the end oi the month, well below SAMA's just reduced selling 
rates, in a generally dull exchange market. Dollars: 4.730 and Sterling: 


13.20. 


-8/ 97 v9Ee 


TRADE 


6Sel 


Speculations on further reductions in SAMA's frec market rates in the 
near future caused importers to maintain their now familiar waiting-and-sec 
policy inasmuch as free market imports are concerned, in spite of SAMA's above 
mentioned announcement, the purpose of which clearly was again, like in March 
1959 when it made a likewise announcement, to induce importers not to put off 
foreign exchange commitments in anticipation of an appreciating riyal. 


—_ 


eons 
= 


The tight riyal money-market was not enoouraging for the import- -trade 
either. 


Under these circumstances it was not surprising that prices still we 
1 
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PORT OF DAMMAM: 
There is no delay in unloading the ships. 
PORT OF RAS TANUKA: 


An 800-foot extension to the North Pier at the Has Tanura Terminal was 
put into operation, adding two additional berths to the has Tanura shipping 
facilities. 

DHAHRAN AIRPORT: 
The United States Mission at Dhahran Airfield will construct a new 


78,000 square feet terminal building at the Dhahran Airport. The Construction 
is scheduled tohegin August 15¢ 


Cy LS Fee 


Charles S. Kennedy 
American Vice Consul 


cc: Amembassy, JIDLA 


CDNFIDENTIAL 


VIA AIR POUCH | CONFIDENTIAL | DO NOT TYPE IN THIS SPACE 





| 
ke v= ———————————— SSS ' | 
PRIORITE (Security Classification) if | 
FOREIGN SERVICE DESPATCH SiG . G0 ars? | 
FROM Amcongen DHAHRAN No. 100 | 
DESP. NO 
TO THE DEPARTMENT OF STATE, WASHINGTON. September 21, 1959 


DATE 


REF 










he Dept. | 


Use Only 





SUBJECT Seareetls Survey ‘Eastern Province for August 1959. 


COX = Whu-3 
A R- £ 
| The following despatch consists of excerpte from the CONFIDENTIAL monthly | 
economic report for August 1959 made by a local banking official te his home office, 
It reflects the contiming dull market in the Eastern Province. The Consulate ; 
General is preparing a despatch on the: SAGRR accident. 


Exc e: ‘ 


The SAMA selling rates for free market transactions were maintained at ).750 
for US Dollars and 13.31 for Sterling respectively. 


In the-first few days of the month brokers in the sukh were selling at the OL 
above rates, one sehler was in the market for a very short period at .7\%, but U: 
towards the end of the month the rates firmed and the brokers were buying at the ~~ 
above SAMA rates with sales at a very small premium, margins being very thin, The ~. 
market was extremely dul] in the period under review. © 


SAMA's selling rates for dollars and sterling covering licensed imports renaineg~ 
at a8 and 10.523 respectively, the bank's approved selling rates to merchants a 


Trade: 


If required licenses for imports covering the second quarter of the Arabic « 
year may be obtained, however the merchants are reluctant to take up even the unused 
balances of their licenses for the first quarter as stocks are quite adequate and 
in some cases (rice) very big. 


Very few imports were effected of free market goods as ample stocks were avail- 
able and demand was small. The prices of iron bars went up as a result of a temporary 
shortage, other prices were unchanged, 


The money market remains very tight and most deals are closed on a basis of 
payments after three or more months. 


Port of Dammam: 
There is no delay in unloading the ships. | 


C4 — vw) 
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| Saudi Government Railroad: 


For the first time in its history there was an accident on the only railroad 
of Saudi Arabia, between Dammam and Riyadh, In the neighborhood of Hofuf two 
locomotives ran into each other, as a result of which three railroad cars toppled 
over and were burnt out. One person was killed and a few injured. The railroad 
was closed for a few days. 





Walter K. 
\-feericen Consul General 


cc: Amembassy JIDDA 
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Report of European Bank on Business Conditions in Eastern Province for 
September 1959. 


The Sept. 1959 report by the Netherlands Trading Society in Dammam to its 


head office is given below. It reflects the generally dull market in the 
Eastern Province. 


* 
WEXCHANGE: The S.A.M.Ae selling rates for free market transactions remained 
unchanged at 4.750 for US Dollars and 13.31 for Sterling. 


*"Fluctu: ations in the free market were very small, the only variation 
being that the rate for US Dollars changed from ,.75 buyers to ).75 sellers 
in the course’ of the month. The sterling rate followed the variation in the 


London-New York cross, so that towards the end of the month the rate for inter- 


bank transactions dropped to 13.324, however, buyers 5 showed little interest. 


"S.A.M.A.'s selling rates for dollars and sterling for licensed imports 


remained at 3.75 and 10.5227 respectively, the bank's approved selling rates 
being 3.773 and 10.5909. 


"TRADE: As stocks of licensed goods were still ample, importers did not apply 


for licenses for the second quarter of the Arabic year (fourth quarter 1959); 


moreover it appears that the import quotum for the first quarter has not been 
fully used yet. 


"Some shipments of cement and iron bars arrived, as a result of which 
prices went down again. 


"Money is still very tight, business is almost exclusively done on a 
credit basis of three to six months. 


"PORT OF DAMMAM: There is no delay in unloading ships," 


\Kimeriicanm Consul General 


%* Saudi Arabian Monetary Agency 


ecs ee JIDDA 
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ss TO: Secretary of State “uy 
- NO: 348, November 26, 9 p.u. / “WV 
P | ( 
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L SENT DEPARTMENT 348, REPEATED INFORMATION DHAHRAN 194 a 
H 
LIMIT DISTRIBUTION “s 
UMSC uring private audience with King Saud November 24 economic O 
ICAD situation in Saudi Arabian and Saudi oil policy came up for O 
RMR discussion. ~ 
King said economic situation in country bad, salary payments =i 
in arrears, business poor, debts ynpaid, and complaints coming i 
to him from all classes society. He acknowledged policy 0) 
economic retrenchment had strengthened riyal, but said need oO 
for development projects. Noted SAMA reserves had risen to O 
$80 million and part should be allocated for development pur- 
poses to stimulate rise in standard living. 
He asked for my views. I said that speaking personally, not 
having coordinated the matter with Washington, I thought that 
the monetary and austerity program had been absolutely neces - 
: sary and well executed. Then asking if I could speak frankly 2D 
‘. I said that Saudi Arabia had not, I felt, pursued an equally > 
effective or ctbq* a policy in attempting to obtain the new in- > 


creased income which would be necessary for the King's pregram 

of national economic, educational and social development and 
which could only substantially come at this time from increased 
oil production. I had great admiration for the honesty and qdeals 
of his director for petandminaffairs, Abdullah Tariki, but in’ his 
oil policy Tariki was obviously not thinking in first line,o 
immediate financial returns to Saudi Arabia but rather as i; 
‘| cal reformer. I told him that Tariki had mentioned to a 
of my staff his admiration for Mossadegh and his regrets t 
latter had not succeeded in his nationalization plans (King k 
into scornful laughter at mention Mossadegh). No ane eed 
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Mossadegh's honesty or ideais but he had cost his country huge 
sums and political turmoil. Tariki, who quite frankly was 
pointing toward eventual nationalization or Arabization of oil 
production in Saudi Arabia had caused several potential con- 
cessionaires and crude oil offtakers to take their business 
elsewhere. Speeches of Tariki's American aide Frank Hendryx 

, attacking sanctity concessionary contracts did not inspire con- 

. fidence potential concessionaires. One specific example probable 
loss revenue to SAG caused by Tariki was his recent refusal 
accept a "third party trading company" arrangement for increased 
sale 50,000 barrels crude oil per day over ten-year period which 
would have netted SAG 130 to 165 million dollars increased 
revenue over period contract. I repeated I was speaking per- 
sonally and ARAMCO was not informed I might be discussing this 
latter matter. 


King much interested and said completely uninformed about this 
development. Speaking generally, he said relations with ARAMCO 
excellent, based upon mutual understanding and respect mutual 
interests. Nationalization out of question and impossible since 
he would not permit it. He wondered about possibility getting 
ARAMCO relinquish parts of concession area which might be at- 
tractive to other potential bidders, thus indicating no awareness 
ARAMCO voluntary relinquishment proposals as yet unanswered by 
SAG. 


King concluded audience saying he highly dependent upon friend- 
ship USG, appreciated my frankness and sincerity remarking I 
could rely entirely upon his discretion and that he hoped a 
month from now we could have another general frank discussion. 


Comment; it was noteworthy that in view of reports of King's 
intention to replace Faisal and resume control of government not 
a single mention was made of Faisal nor did I in my discussion 
yefer to him. TI had the impression, which, however, I would be 
unable to substantiate, that although his ultimate intention is 
to attempt to take back the reins of power, he does not expect 
to make any decisive move in the next few weeks at least. 
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SUBJECT: Report of Muropean Rank on Business Activities in the Kastern Province 
for Uctober 1959. 





The October 1959 "Confidential" Market Report on ecenomic conditions in 

€. the astern Province of Saudi Arabia by the Nether’ands Trading Socict (protect 
source) in Damiam to its head office is enclosed. The report reflects cuntinuing 
slow business activity in the area, 





A hewn 
alter K. Sefwinn 
1ericin Consul General 
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DA AM/AL KHUAR 
Market. enost No, 61 
retelhor 1959 


kxchanse: T! Teftel she Ket i's selling rate for free varket exchumre unchansred 
st 4.750 for "GS Dello rs “nd 13.341 fur Sterling. The rates cucted in the sukh 
remained tractically unchin «dat 4.75 for US Doll«rs and 13.34 vor oterling, 
which rate towards the eid of the month droped to 1?.°2, lusiness tr smemeted 
being very snall. 


The banks' sellin: rutes for dollars unl sterling “or lisensed teansactions 
wined unchanged at 3.773 and 12.5909. 





Trade: Importers were permitted to »p ly for licenses for Lhe second quarter of 
the Aratic yeer (fourth quarter 14: 59), which will be issued shortly; however , 
interest ws only small as stocks were quite adequate. Sure shipments of cement 


arrived, so that Jocal stocks are at ;resent rather large. 


Wholesnle prices st the end of the month were as fol!ows: 


Flour (per 100 1hs) Ris. 22—.- 
Rice (per 100 kgs) " 601- 
Sucar (per 100 kgs) " 60.- 
Coffee (per 168 lbs) " 300.- 
Iron bars (per 1000 kgs) " 730.- 
Cenient (Esyptian) 

(per 100 bags) i 550.- 


Port of Dammam: Some cengestion was nuLiceable at the esd of the month after 


the arrival of a few chartered steamers carryin., cement. 


Gil _productivn: Aramco's total production fur Cctober amounted to /,.407.142 


metric tons of crude oil against 4.223.295 tons in September, the average daily 
output being 1.066.244 barrels against 1.955.824 barrels in September. 


Durin, tie month 47 Mercedes Uenz buses arrived from Germany for use in 
ie Abaaia district of Aramco, The buses were shipped from Germany to Beirut, 
and from there came to Damiam via the overland route, along the Tapline. 


Next month a further contingent of fifty buses is traveling alon;: the same 
road, the u'tinate destination being Lhe Aranico refinery and oil port of as 
Tanura.. 


General: The establishment was announced of 4 new cement company fer the Middle 
province, under the style of Yamama Sauii Cencnt Co., Ltd. A sad pi J for that 
area has been granted by Royal Decree to H. R. H. Prince Mohd. bin Saud Alsaud; 
amongst the ;romoters are the National Commercial Bank and Riyadh Rank. The 
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company is capitalized it Rls 25 mil’ion of which 51 ;ercent is to be taken 
up by promoters, the balance beinj, available fur ;ublic subscription. The 
building of | :e factory at Al Kharj has been contracted with Krupp. 


The ‘longkong and Shanghai Banking Corp. announced they issued a take-over 
bid fer the shrre capital of the British Bank of tae liddle Last. 
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Aramco's Economic tapers for tis Third Quarter of 1959 


Enclosed is the Quarterly Report for the third quarter (June-September) of 
1959 prepared by the Economics Department of the Arabian American Oil Company 
(ARAMCO). 


The report points out that the Saudi Arabian Government has continued its 
strict deflationary policy which has been successful in strengthening the riyal, 
improving the Monetary Agency's position, and in the formulation of a realistic 
budget. This programs however, is also bringing austerity, retrenchment, some 


unemployment, and a mild business recession; prices, rents and land values have b. 
continued to decline and construction activity has slowed. C 
O; 

With regard to Aramco's a tual gross payments to the Saudi Government, a 

the report indicates that such payments have risen 3.4 percent over the first = 
three quarters of 1958, increased oil production having more than compensated C) 
for the reduction in crude prices in February 1959. © 
as 
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ARAMCO'S ECONOMIC REPORT FOR THE THIRD QUARTER OF 1959 
1. S Review of Events During the er 


During the third quarter the Government continued its strict adherence to 
the objectives of its deflationary effort. The realistic budget, the strengthening 
of the riyal, and the improvement in the Monetary Agency's position all attest to 
the success of the program. Austerity, retrenchment, unemployment, and mild 
business recession, however, are the prices being paid for the improvement in 
the country's financial situation. These have been reflected specifically in 
the downward trend in prices, rents, and land values as well as the slowing=down 
of construction activity. 


In Saudi Arabia, as in many underdeveloped countries, a period of economic 
retrenchment is not conducive to the most effective operation of an economic 
development body. The fledgling Economic Development Committee, therefore, is 
struggling against heavy odds in an attempt to begin the extremely difficult task 
of development planning and project execution. Apparently the Committee envisages 
its conversion into a Development Board similar to that in Iraq. Given current 
and probably near term conditions, however, it is difficult to see that any really 
very dynamic changes will be meee in the economy in the near future by the 
Committee's action. 


2. General Level of Economic Activity 


The quarter was characterized by a continued decrease in the level of economic 
activity within the Kingdom. The business sector in Jiddah, especially the building 
industry, suffered a decline in activity as a result of the Government's earlier 
decision to move the capital to Riyadh. Construction starts continued to be fewer 
than last year, while many apartments and offices remained vacant. 


The building boom in Riyadh, resulting largely from the Government's move, 
slowed appreciably as buildings were completed; little demand for new starts, 
with which to bolster the lagging industry, was evident. Even though the city was 
not as badly affected as Jiddah, the trend in economic activity was generally 
downward. 


The Eastern Province has fared little bebber, notwithstanding the fact that 
the only two currently active significant development projects in the country 
are here (the airport development and expansion of the port of Dammam), The 
effects of Aramco's decreased level of activity are currently being felt by the 
local business community and they may well become more pronounced in the months 
ahead. 


If Government controls are not relaxed somewhat or if business activity 
does not improve as a result of other factors, one can expect increased pressure 
from the business community and others for some positive action designed to 
allevate the situation. Even now some SAMA officials are advocating a relaxation 
of the deflationary effort by putting more money into circulation, This well 
might take the form of payment of a portion of the personal debts of the Royal 

— as 
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Family, estimated variously at between $8,000,000 and $34,000,000. 


3. The Budget 


The retrenchment program has resulted not only in a balanced budget but 
has gone even further and it is now expected that the Government will have a 
surplus during the 1378-1379 (current) fiscal year. This is currently estimated 
to be about SR 300,000,000 which will be used to repay debts to the Monetary 
Agency. 


Aramco's actual gross payments to SAG for the first three quarters of 
1959 exceeded those for the comparable period in 1958 by 3.4%, excluding the 
retroactive payment in June of this year. The Government's income from the 
oil sector should not decrease during the next twelve months since the effects 
of increased production should offset the effects of the crude price reductions 
in February. 


4. The Riyal 


Effective July 22, the Saudi Arabian Monetary Agency (SAMA) reduced its 
free market selling rate for dollars from SR 5.023 = $1.00 to SR 4.750 = $1.00 
and declared at the same time that "consistent with the recent policy, it is 
intended to keep the free market rate stable for an undefined period." This 
was the first time since the Government began its financial reform program 
last year that SAMA had effected an appreciation of the riyal rate significantly 
higher than that prevailing in the "suq" at the time of the announcement. 
Selling rates for the riyal stabilized immediately and continued to fluctuate 
narrowly around = pe “ * 1. 00 throughout the remainder of the SHAY LON. , 





Reportedly, Amir Faisal is still in favor of the abolition of the dual 
exchange rate system. This undoubtedly would result if SAMA were to offer 
foreign exchange freely att aga rate of SR 3.750 = $1.00. Given BAMA's 
reported approximately 70¢@#@6@ves at the beginning of the quarter (an esti- 
mated $180,000,000 in circulation backed by $123,000,000 in foreign exchange, 
gold and silver) and assuming continued zeal in the general realm of monetary 
reform there is no apparent reason why SAMA could not establish the selling 
rate for the riyal at SR 3.750 = $1.00 whenever it deems the timing most appro- 
priate. Once established, and assuming continuation of the above conditions, 
there is no reason why the rate could not be held at this level for an indef- 
inite period, 


As an end in itself, however, currency stability at some reduced rate 
has little significance. It is only when viewed in the broader context of 
the potential beneficial results accruing to the economy that the deflationary 
effort becomes meaningful and worthwhile. Viewed in this perspective the fiinan- 
cial reform to date can be looked upon simply as one step toward the only really 
significant goal economic planners can have i.e. a long run increase in the 
standard of living of the people of the country. Monetary reform will not 
necessarily assure the achievement of this objective but the goal will be 
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infinitely more easily achieved with a stable currency than without it. 


Unfortunately the recent deflationary experience did not result from an 
increase in productivity in the economy but merely from the imposition of strin- 
gent government controls which, if relaxed, would almost inevitably give way 
to another inflationary spiral. Even though financial reform in its present 
form should continue it must be remembered that monetary policy alone, however 
well conceived and executed, cannot counter nor eliminate inflationary pressures 
unless supplemented by appropriate action in the spheres of public finance, 
commercial policy, development planning, and other similar areas. In addition 
to minimizing non-essential expenditures it is imperative that the maximum 
possible resources be mobilized from the genuine savings of the economy through 
rational taxation and/or government borrowing in the non-oil sector thereby 
reducing the harmful effects of hoarding, flight of capital, and misapplication 
of local capital resources. In this area government control is not too effsctive 
at the present time. 


5. Prices 


The austerity program with the resultant retrenchment, unemployment and 
business recession (none of which has yet reached alarming proportions) was 
reflected in downward trends in most commodity prices, lower rents and decreased 
land prices. The Saudi Consumers! Price Index (prepared monthly by the Indus- 
trial Relations Department) decreased from 100e5 in June to 98.2 in September 
(Base: January - October, 1957 = 100). The September index represents a 
decline of 9.7% from the hevel of a year earlier. 


Attached are charts showing the same downward trend in the prices of 
selected foodstuffs and construction materials. The increased price for rein- 
forcing bar resulted directly from a shortage which developed during the second 
quarter but which waw being corrected by the end of the third quarter. Similarly 
the increase in the prices of number two flour and Khunaizi dates was the result 
of demand-supply conditions. 


6. TRADE 


Paced by a tight riyal money market, coupled with the continued speculation 
of importers that SAMA would reduce still further the selling rate of the riyal 
and aggravated by an ample supply of free market goods for which demand was 
small, the import market was relatively dull during the quarter. As a result 
of the same phenomena import quotas for the first quarter of the Arabic year 
have not been fully used and many importers have not applied for second quarter 
licenses, 


For the first time since the strict import and exchange controls were 
effected figures are available which partially show their effects mpm imports 
by Saudi Arabia. As can be seen in the chart below there were sharp Peductions 
in the trade of several major suppliers during the first few months of 1959 
when c@mpared to the corresponding periods in 1958. The percentage reduction 
attributable directly to governmental controls cannot be determined with cer- 
tainty; there can be no doubt, however, that a large portion of the reduced 

*Not attached | oo 
| LIMITED OFFICIAL USE 


Page 4 of 
LIMITED OFFICIAL USE Encl. Not _ 
(Classification) Desp. No 162 
From Amcongen DHAHRAN 


trading activity is the result of governmental action. 
AVERAGE MONTHLY VALUE OF IMPORTS 


BY SAUDI ARABIA FROM VARIOUS DOUNTRIES 
Millions of Dollars 


Exporting Country Jan—Mar_ 1958* Jan—Mar 1 
United States 555 dg. 
United Kingdom* 2.3 2.0 
Germany (Federal Republic) 1.8 las 
France 0.7 0,2 


* United Kingdom data are based on the period Jan-Apr in both years, 
7. The Port of Dammam 


Work on the $20 million expansion of the port of Dammam continues. In 
addition to Brown Engineers International and H. H. Pomeroy and Company mentioned 
in the last quarterly report, Hawaiian Dredging and Construction Company Limited 
will assist in the work. 


The initial phase of the work will be carried out entirely over water. The 
project includes the creation of a man-made island, 2,000 feet long and 700 
feet wide, whose surface will be raised about thirty-two feet above the harbor 
floor, More than 10,000 cubic yards of concrete will be used in the construction 
of the 2,000-foot quay wall which will be supported by some 5,000 tons of steel 
piling. The addition of the four deep water berths will approximately triple 
the current capacity of the port. ’ 


Even though progress on the project is somewhat behind schedule already, 
it is expected that the work still will be completed in approximately two years. 


8, Economic Development 


During the quarter the Economic Development Committee (EDC) continued to 
plan its future role. The Committee already has responsibility in the development 
of transport and communications, water resources, and natural resources, The 
principal emphasis in the near future will be on the development of water re- 
sources and On communications, To this end, Ahmad Jamjum, head of the EDC, 
has requested technical assistance from the newly formed U.N. Special Fund 
for bhe construction of grain silos, the establishment of a civil aviation 
training center, and the development of land and water resources of the Jaizan 

istrict. The Fumd felt the first two projedts were not feasible and rejected 
them. It was felt, however, that the Jaizan project might have possibilities 
of fmuition and if economic and other studies indicate its feasibility the 
project might have chances of approval. The technical studies would be under- 
taken only after the Government agreed to bear the non-foreign exchange cost 
generated by them. 
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Whether it be the Jaizan project or some other, one of the immediate 
problems in any agricultural development project in Arabia--and one which 
currently plagues farmers, particularly in the Eastern Province--is the 
artificially high level of wages paid in the oil industry and its effect in 
other sectors of the economy. In addition to denuding the agricultural 
sector of its laborers, the high wages paid in the oil industry have tended 
to increase the wage level in agriculture beyond the ability of farmers to 
pay. Given a different set of circumstances, increased mechanization might 
provide a part of the answer to the problem. The current scarcity of venture 
capital for agriculture combined with a technological deficiency in this 
sector, however, militate against the short-term operation of this corrective 
device; the planners, therefore, will be forced to cope with the problem in 
some Other way. 


The EDC membership envisages the Committee evolving into a "full-fledged" 
Development Board, similar in nature to that in Iraq. This, of course, would 
involve the guarantee that a certain percentage of the oil revenues would 
be allocated to and spent at the discretion of the EDC on projects of its choice. 


The EDC was given an adiitional measure of power by the Council of 
Ministers in its decision number 34 dated 9 August 1959. The terms of this 
document provide that any application for exemption from customs duties by 
an importer should be submitted to the Ministry of Commerce, which will, in 
turn, forward it to the EDC which will decide whether or not the equipment 
should be exempted from duty in accordance with the needs of the country. 

Used judiciously and with understanding, this power could be highly instrumental 
in encouraging the establishment of the most productive enterprises in the 
country. 


At some time in the future, the Committee hopes to be designated by the 
Council of Ministers as the sole agency responsible for allocation of foreign 
exchange for industrial equipment imports. Given current conditions this wuld 
be an additional powerful weapon for channeling investment in the desired direction. 
There may well be a struggle, however, with the Ministry of Finance and SAMA 
before they will relinquish jurisdiction in this matter. 


A considerable portion of any money spend in the economy by a development 
body would likely not be productive of consumer goods and services. Even those 
projects which did produce such items most probably would be a long time in 
their planning and execution stages. Most such expenditures, therefore, 
would tend to be inflationary and would not result in the usual beneficial 
"multiplier" @ffects on domestic income and employment because of the tendencies 
to import on a large scale and to hoard cash or gold. In the final analysis, 
balanced, self-perpetuating economic development in the free-enterprise sense 
must be based upon internal capital formation and the effective mobilizatim 
and investment of that capital in enterprises contributing to the increased 
flow of goods and services. The development authority can do a great deal 
toward planning and executing development projects, particularly in the 
sphere of "social overhead capital." Ultimately, however, the only enduring 
foundation of economic development in the Kingdom will be the ability and 
willingness of the Saudi people themselves to work, save, and invest in pro- 
ductive enterprises. | 
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BEGIN UNCLASSIFIED 
I. INTRODUCTION 


The Saudi Arabian economy in the third quarter of 1959 was marked by a 
low and still decreasing level of business activity. Food, clothing and 
other necessities were in ample supply, but imports of non-essentials were at 
an extremely low level as the Government's financial reform program produced 
an economy keynoted by austerity, deflation and a stable Saudi riyal. 


The country's income, of which over 80 percent is constituted by oil 
revenues accruing to the Government, remained steady. The Government for its 
part remained true to its goal of financial solvency and lived within the 
comparatively tight confines of its budget for fiscal year 1378-79 (approximately 
the year 1959). The nation's financial advisors from the International Monetary 
Fund (IMF) expressed satisfaction with the achievements of the first 12-15 
months of the austerity program. The Government's financial reserves continued 
to rise sharply, though exact figures are unavailable. 


There was much speculation about the future course which the Government 
was charting for the economy, particularly as to whether the Government, in 
view of itd large degree of success in combating the financial crisis, might 
soon unleash expenditures for more rapid economic development of the Kingdom. 
The merchant ‘community for its part was becoming more and more restive about 
the low volume of trade prevailing, and hoping for some sort of official action 
to enliven the economy. 


II. PSTROLEUM AND MINERALS 


Crude oil production by Aramco totalled 98,612,151 berreie” during the 
third quarter. This brought the total for the first nine months of 1959 to 
292,959,157 barrels, an average of 1,073,110 barrels per day. This represented 
an increase of 5.7 percent over Aramco's 1958 average daily production, and 
was slightly above the output Aramco predicted at the start of the year. With 
production running currently at a level well above the average during the 
first nine months, 1959 is certain to become the eighteenth consecutive year 
in which the company registers a production increase, albeit that the rate of 
increase since 1955 has been considerably less than that achieved by other 
major Middle Eastern producing countries. 


Aramco completed 3 development wells in the quarter, and was in the 
process of drilling } other wells. Of Aramco's 336 completed wells, 200 were 
listed as "producing" during September compared with 192 in that status at 
the end of 1958. Seismic and structure drill parties renewed their activities 
in September after the usual lull during the worst of the summer weather. Crude 
oil throughput at Ras Tanura refinery averaged 166,139 barrels per day in the 
period, which was just a fraction less than the 1958 daily average. 


1 -— )2-gallon barrels. 
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Much attention wad devoted by Aramco to the matter of making optimum use 
of the gas produced in association with crude oil. The company entered the 
sixth year of gas injection operations designed to maintain reservoir pressure 
and to save the gas for future use. About 65 percent of the gas produced with 
crude oil is now either compressed and put back into the reservoir or used for 
fuel and other industrial purposes. Early in the quarter Aramco published and 
distributed a brochure to acquaint world industry with the availability of 
natural gas for industrial purposes in Saudi Arabia, with the hope that 
foreign investors would consider establishing plants in the country (see 
section below on Economic Development). 


The Getty O11 Company continued to expand its production of crude oil 
from the Saudi Arabia-Kuwait Neutral Zone. Indications are that in 1959, the 
sixth year of production, Getty Oi1 will increase its average daily output 
from about ),0,000 barrels to a figure surpassing 50,000 barrels. Production 
from this Neutral Zone is accomplished join by the Getty O11 Company and 
the American Independent Oil] Company (AMINOIL), the latter possessing a 
concession from the Government of Kuwait (see Kuwait despatch 133, Nov. 1, 1959). 


Operations of the Japanese-owned Arabian Oil Company, which has a 
concession offshore from the Saudi Arabia-Kuwait Neutral Zone, suffered a 
setback in early August when fire severely damaged its drilling rig and 
platform only a few weeks after the initial well had been spudded ine New 
equipment was ordered by the drilling contractor, the International Drilling 
Company of the Netherlands, and the Arabian Oi1 Company plans to complete its 
first well shortly after the original target date of March 1960. The company 
hopes to achieve commercial production in 196le 


No new oil or mineral concessions were granted by the Saudi Arabian 
Government during the quarter. The Government was preparing new basic 
legislation in both the petroleum and mineral fields; the new draft petroleum 
law rested in the Directorate of Petroleum and Mineral Affairs, awaiting 
presentation to the Council of Ministers, while the new draft law concerning 
minerals was under study in that Council. 


END UNCLASSIFIED 
BEGIN CONFIDENTIAL 


Aramco encountered increasing difficulties in its relations with the 
Saudi Arabian Government during the period. This situation was reflected by 
the unencouraging results of meetings between Aramco Board Chairman Norman 
HARDY and Prince FAISAL on September 9 and 10, when the possibility of finding 
acceptable solutions to outstanding Aramco~SAG differences was explored. It 
became more obvious than ever that Prince Faisal was relying completely on 
Shaikh Abdullah TARIKI, Director General of Petroleum, and Mineral Affairs, 
for advice on oil questions, and that Tariki was deaf to Aramco approaches so 
long as Aramco held fast against his theories of integration and Arabization. 
Aramco officials appeared to realize the need of adjusting the company's 
policies to meet reasonable demands of Saudi nationalism, but were adamant 
against surrendering to what they considered the unreasonable and prejudiced 
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wishes of the present Director of Petroleum Affairs. Aramco believed that 
Prince Faisal must somehow be brought to a full understanding of the amount 
of direct revenue lost to the Government by Tariki's rejection of Aramco 
proposals regarding Tapline problems and the trading company device. 


In late June Aramco presented an offer to relinquish immediately an area 
of its concession considerably in excess of the 33,000 square miles it is 
obliged to give up by July 1960 pursuant to an existing agreement. The Saudi 
Government has failed to reply to this offer as of the date of this report. 


END CONFIDENTIAL 
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III. FINANCE 


Continued financial stringency by the Saudi Arabian Government characterized 
this sector of the economy during the third quarter. The Government persevered 
in its essentially monetary approach to the country's economic ailments, and 
was successful in strengthening the Saudi riyal and in prolonging the 
deflationary trend in the domestic economy. Available evidence indicates that 
the Government succeeded in living within the budgetary spending limits it 
set for itself during the period, which coincided approximately with the third 
quarter of the Saudi fiscal year 1378-79. Satisfaction with overall results 
of the first year of the nation's financial austerity program was expressed 
by Dre Zaki SAAD, IMF official and chief financial advisor to the Saudi Arabian 
Government, when he visited Jidda in early July. 


The Saudi Arabian Monetary Agency (SAMA) made a further reduction in its 
free market selling rate for dollars on July 22, 1959. The new rate was fixed 
at ); riyals 162 guersh to $1.00, down from 5 riyals # guersh set by SAMA in 
March 1959. (Expressed another way, the rate was reduced from SR 5.02 = $1.00 
to SR he75 = $1.00.) On making the July reduction, SAMA declared its intention 
to keep the free market rate stable "for an undefined period", and this had 
the salutory effect of stabilizing selling rates in the Sug at around SR },.73 = 
$1.00 for the balance of the third quarter. At the time of writing, a premium 
has developed on the riyal with the suq selling rate averaging less than SR };.70 
to $1.00 as the money market anticipates a further SAMA free market rate 
reduction in the near future. The official rate of exchange, applicable for 
essential imports such as food and pharmaceuticals, remained SR 3.75 = $1.00. 


The strong support SAMA gave to the free market was possible only because 
of its ever-appreciating monetary reserves. By the end of the quarter, SAMA 
reserves were believed to have surpassed 70% of the currency in circulation, 

a far cry from the reserves of perhaps 15% only fifteen months earlier. 


Preparations began for the drafting of the Government budget for the fiscal 
year 1379-80, which will begin with the month of Rajab (December 31, 1958). 
Several budget technicians were secured on a temporary basis from Egypt and 
at the time of writing are in Riyadh assisting the Saudi officials charged with 
responsibility for organizing the new budget. It remains to be seen what 
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provisions this budget will make for repaying the Government's outstanding 
obligations to SAMA, banks, and other creditors, and what new facets the 
financial austerity program may take one 


END UNCLASSIFIED 
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According to Aramco sources, there was no decline in Saudi Arabian 
Government income during the first 9 months of 1959, during which Aramco 
payments alone exceeded those of January-September 1958 by 3}; percent. 
Aramco economists believe the Government budget will show a surplus of about 
SR ~800,000,000 during the current Saudi fiscal year, and that this will 
be used to repay debts to SAMA (see Embdesp. 150, Dec. 15, 1959). 


Reliable sources confirmed to the Embassy during the quarter that the 
Government planned to continue the financial reform program until at least 
the middle of 1960 in order to assure currency stabilization, scheduling of 
debt retirement, and strict Government financial accountability. The 
prohibition on new loans is expected to contime as well, although at the 
time of writing a growing crescendo of sentiment is being heard in private 
commercial and financial circles in favor of broadening the Government's 
program to include some development projects (Embtel 36, July 19, 1959). 


* END CONFIDENTIAL 
BEGIN UNCLASSIFIED 


IV. ECONOMIC DEVELOPMENT 


The need for economic development was a common topic of conversation and 
of newspaper editorials during the reporting period, but few concrete 
achievements toward development can be cited. The Government chose to 
concentrate on improving its financial situation, and refrained from non- 
essential and inflationary expenditures. Nonetheless, plans for economic 
betterment of the country progressed as the Economic Development Committee (EDC) 
planned its role for the future. This Committee, founded in late 1958, is 
now headed by Minister of State Ahmad JAMJUM, and is composed of members who 
similtaneously hold high positions in various ministries as well as EDC 
membershipe The Committee reportedly met several times during the quarter and 
attempted to agree on priorities among the several fields in which the needs 
are most pressing, such as development of water resources, transportation 
and communications, and agriculture. In a September press interview, EDC 
head Jamjum stated that allocations for recruiting experts in economic planning 
would be included in the next budget, and that a mission would be invited 
from the International Bank for Reconstruction and Development (IBRD) to study 
the country's economic potentialities. 


The industrial possibilities of the Eastern Province were pointed up 
by Aramco's issuance in July of a brochure intended to interest industrialists 
in establishing plants to take advantage of the surplus of natural gas from 
the oilfields. It was hoped that the attractiveness of this fuel (or raw 
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material depending on the intended use of the gas) would encourage capital 
investment from abroad (Embdes. 30, July 20, 1959). It is planned to employ 
natural gas in the new cement plant under construction near Hofuf. 


The $20 million port expansion project at the port of Dammam was well 
underway by the end of September, with a completion target date of the middle 
of 1961. 


END UNCLASSIFIED 
BEGIN CONFIDENTIAL 


It was too early to tell whether the Economic Development Committee in 
time would come to possess the authority to translate its plans into worthy 
projects for strengthening the national economy. The possibility of inviting 
an IBRD Survey Mission still exists, though nothing has materialized at the 
time of writing. It appears probable that Prince Faisal would favor such a 
step only on or near completionéf his fiscal reform program. The aspect of 
development of keenest interest to the Prime Minister seems to be development 
of water resources, judging from his conversations with Ambassador Heath 
during the reporting periode 


There was no evidence of an increase in investments within Saudi Arabia 
from the domestic private capital sector. On the contrary, information from 
banking and commercial circles indicated that private capitalists were 
becoming less inclined that ever to commit their funds to domestic enterprises, 
despite exhortations from the Government to do 30. 


There still was no Government reply to the Aramco proposal of February 
1959 to establish and finance a private, non-profit foundation to encourage 
the development of selected modern industries and commercial companies in 
Saudi Arabia (Bmbdes. 296, June 25, 1959). 


END CONFIDENTIAL 
BEGIN UNCLASSIFIED 


V. AGRICULTURE AND INDUSTRY 


There were no significant changes in the field of agriculture. The 
Minister of Agriculture, under whose supervision a number of plant and animal 
research facilities are maintained, stated in an August press interview that 
he had a variety of agricultural improvement projects ready for implementation 
but lacked adequate funds. He asserted that his Ministry employed about 120 
experts, including agricultural engineers, irrigation specialists and 
veterinarians, and would like to hire more from abroad, but difficulty was 
encountered in getting them on loan from other governments. Several technicians 
from the Food and Agriculture Organization (FAO), among them specialists in 
plant disease control, animal husbandry and veterinary services, continued 
their work in the Kingdom. 


Plans were made for the annual major campaign against locusts. Locust 
cohtrol teams from a number of surrounding countries were expected to arrive 
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by December to work alongside the Saudi locust fighting units under the 
coordination of the FAO Technical Assistance Mission. 


The major occurrence in the industrial sector was the success of the 
Arabian Cement Company of Jidda in overcoming technical difficulties that 
had limited production to 100-200 tons a day during the first year of the plant's 
existence. By late September production was running close to the 300 ton 
daily capacity of the plant, the largest all-Saudi manufacturing plant in 
the country. 


VI. PRICE TRENDS AND BUSINESS ACTIVITY 


Retail and wholesale prices generally showed small decreases in the 
third quarter, thus continuing the pattern set during the first six months of 
1959. Rents and land values also declined somewhat, as the Government's 
financial program continued to produce its intended deflationary effects in 
the domestic economy. ~ 


Commercial activity was unusually low throughout the country, and in 
Jidda the constant reminder of the lull in business was the almost daily 
sight of a near-empty harbor. The combination of the normal post-Haj commercial 
inactivity and the seasonal doldrums due to the hottest weather of the year 
have for several years restricted tifird quarter activity to a low level. 

This year the Government's restrictive economic policies contributed to make 
a normally dull period practically a dead one. Construction activity both in 
Jidda and Riyadh was down, with imports of building materials at a standstill. 
Employment was almost certainly lower, although no figures were available to 
prove thisg thousands of Yemenis and other expatriots resident in Jidda were 
reported to have left to return to their home countries in search of work. 
Wholesalers and retailers frowned at the slow rate of inventory turnover. 


The Governor of SAMA asserted in a press interview at the end of August 
that he did not consider the present markets in the Kingdom "depressed", but 
thought that conditions were returning to normal from their former inflated 
and abnormal characteristics. He said there had been a considerable decrease 
in expenditures for luxury items, and expressed the opinion that merchants 
were finding that their profit percentages had been lowered to a more natural 
rate as a result of the currency stabilization program. 


END UNCLASSIFIED 
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By the end of the quarter, there were numerous signs that "anti-Faisal" 
sentiment was rising among the business commnity. Many felt that financial 
stringency was a good thing but had gone on long enough, or, to put it more 
crudely, that financial reform was good for the country but not for a merchant 
class brought up and nourished on the lush profits of "the good old days*®. 
There was evidence that some of the wealthy Saudi commercial families had 
embarked on a program of liquidating domestic holdings and stepping up the 
investment of their capital resources abroad. This restiveness in commercial 
‘circles has been on the increase in the portion of the fourth quarter that 
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has elapsed up to the time of writing. 


END CONFIDENTIAL 
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VII. FORBIGN TRADE 


Imports were at an extremely low level during the third quarter. It 
was reported that imports at Jidda were about }\0 percent lower than in a normal 
post-Haj period. 


The Government's system for regulating imports was unchanged, as Royal 
Decree Noe 39 of May 25, 1958, continued to apply (Bmbdes 2,5, June 9, 1958). 
This system, which maintains a strict relationship between the issuance of 
import licenses and the availability of foreign exchange, and which allocates 
licenses for various categories of imports according to the country's actual 
import experience in the Islamic years 1373 through 1375, has worked well 
and has drawn few complaints from traders. The Controller General of Imports 
admitted to the press in September, however, that while the administration 
of import licenses was proceeding smoothly, the Government's customs procedures 
were cumbersome and in need of simplification. 


An Indian Trade Delegation visited Jidda August 10-13 surveying the 
market potential for a wide range of processed and canned foodse Local 
merchants were reported favorably impressed by the quality and prices of the 
items exhibited by the delegation. : 
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| 1. Summary Review of Events During the Quarter 


During the third quarter the Government continued its strict adherence to 
the objectives of its deflationary effort. The realistic budget, the strengthen- 
ing of the riyal, and the improvement in the Monetary Agency's position all attest 
to the success of the program. Austerity, retrenehment, unemployment, and mild 
business recession, however, are the prices being paid for the improvenent in the 
country's financial situation. These have been reflected specifically in the 
downward trend in prices, rents, and land values as well as the slowin;~down of 
construction activity. 


In Saudi Arabia, as in many underdeveloped countries, a period of economic 
retrenchment is not conducive to the most effective operation of @€n economic 
development body. The fledgliny, Economic Development Committee, therefore, is 
struggling against heavy odds in an attempt to begin the extremely difficult 
task of development planning and project execution, Apparently the Committee 
envisages its conversion into a Development Board similar to that in Iraq. Given 
current and probable near term conditions, however, it is difficult to see that 
any really very dynamic changes will be wrought in the economy in the near future 
by the Committee's action, 


2. Geheral Level of Economic Activity 


The qverter was characterized by a continued decrease in the Pevel af 
economic activity within the Kinzdom. The business sector ln de cs, 
the building industry, suffered a decline in activity as a result of the 
Government's earlier decision to move the capital to Riyadh. Construction 
starts continued to be fewer than last year, while many apartments and offices 
remained vacant. 


The building boom in Riyadh, resulting largely from the Government's 
move, Slowed appreciably as buildings were completed; little demand for new 
starts, with which to bolster the lagging industry, was evident. liven though 
the city was not as badly affected as Jiddah, the trend in economic activity 
was generally downward, 


The Kastern Province has fared little better, notwithstanding the fact 
that the only two currently active significant development projects in the 
country are here (the airport development and expansion of the port of Dammam). 
The effects of Aramco's decreased level of activity are currently being felt 
by the local business community and they may well become more pronounced in 
the months ahead, 


If Government controls are not relaxed somewhat or if business activity 
does not improve as a result of other factors, one can expect increased pressure 
from the business community and others for some positive action designed to 
alleviate the situation, Even now some SAMA officials are advocating a relax- 
ation of the deflationary effort by putting more money into circulation, This 
well might take the form of payment of a »ortion of the personal debts of the 

| Royal Family, estimated variously at between $8,000,000 and ‘$3,900,000, 
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| 3. The Budget 


The retrenchment program has resulted not only in a balanced budget but has 
fone even further and it is now expected that the Government will have a surplus 
during the 13781379 (current) fiscal year, This is currently estimated to be 
about %R300,000,000 which will be used to repay debts to the Monetary A;rency. 


Aramco's actual gross payments to SAG for the first three quarters of 1959 
exceeded those for the comparable period in 1958 by 3.l%, excluding the retro- 
active payment in June of this year, The Government's income from the oil sector 
should not decrease during the next twelve months since the effects of increased 
production should offset the effects of the crude price reductions in February. 


4. The Riyal 


Effective July ee, the" Gaudi Arabian Monetary Agency (SAMA) reduced its free 
market selling rate for dollars from SR 5,023 = $1.00 to SR 4.750 = $1.00 and 
declared at the same time that "consistent with the recent policy, it is intended 
to keep the free market rate stable for an undefined period," This was the first 
time since the Government began its financial reform program last year that SAMA 
had effected an appreciation of the riyal rate significantly higher than that pre- 
vailing in the "suq" at the time of the announcement. Selling rates for the riyal 
stabilized immediately and continued to fluctuate narrowly around SR };.730 = $1.00 
throughout the remainder of the quarter, A chart showing the estimated free 
market value of the riyal in al-Khobar since late 1956 is attached. 


Reportedly, Amir Faisal is still in favor of the abolition of the dual ex- 
change rate system. This undoubtedly would result if SAMA were to offer foreign 
exchange freely at the official rate of SR 3.750 = $1.00. Given SAMA's reported 
approximately 70% reserves at the beginning of the quarter (an estimated 
}180,000,000 in circulation backed by $123,000,000 in foreign exchange, gold and 
silver) and assuming continued zeal in the general realm of monetary reform 
there is no apparent reason why SAMA could not establish the selling rate for the 
riyal at SR 3.750 = $1.00 whenever it deems the timing most appropriate. Once 
established, and assuming continuation of the above conditions, there is no ' 
reason why the rate could not be held at this level for an indefinite period, 


As an end in itself, however, currency stability at some reduced rate has 
little significance, It is only when viewed in the broader context of the 
potential beneficial results accruing to tHe economy that the deflationary effort 
becomes meaningful and worthwhile. Viewed in this perspective the financial 
reform to date can be looked upon simply as one step toward the only really sig- 
nificant goal economic planners can have i.e. a long run increase in the standard 
of living of the people of the country. Monetary reform will not necessarily 
assure the achievement of this objective but the goal will be infinitely more 
easily achieved with a stable currency than without it. 


Unfortunately the recent deflationary experience did not result from an 


increase in productivity in the economy but merely from the imposition of 
stringent government controls which, if relaxed, would almost inevitably give way 
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to another inflationary spiral, Even though financial reform in its present 
form should continue it must be remembered that monetary policy alone, however 
well conceived and executed, cannot counter nor eliminate inflationary pressures 
unless supplemented by appropriate action in the spheres of public finance, 
commercial policy, development planning, and other similar areas. In addition to 
minimizing, non-essential expenditures it is imperative that the maximum possible 
resources be mobilized from the genuine savings of the economy through rational 
taxation and/or fovernment borrowing in the non-oil sector thereby reducing the 
harmful effects of hoarding, flight of capital, and misapplication of local 


capital resources, In this area government control is not too effective at the 
present time, 


S,. Prices 


The austerity program with the resultant retrenchment, unemployment and 
business recession (none of which has yet reached alarming proportions) was 
reflected in downward trends in most commodity prices, lower rents and decreased 
land prices. The Saudi Consumers! Price Index (prepared monthly by the Industrial 
Relations Department) decreased from 100.5 in June to 98.2 in September (Base: 
January - October, 1957 = 100). The September index represents a decline of 
9.7% from the level a year earlier. 


Attached are charts showing the same downward trend in the prices of 
selected foodstuffs and construction materials, The increased price for rein- 
forcing bar resulted directly from a shortage which developed during the second 
quarter but which was being corrected by the end of the third quarter. Similarly 
the increase in the prices of number two flour and Khunaizi dates was the result 
of demand~supply conditions, ' 


6. Trade 


Paced by a tight riyal money market, coupled with the continued speculation 
of importers that SAMA would reduce still further the selling rate of the riyal 
and aggravated by an ample supply of free market goods for which demand was small, 
the import market was relatively dull during the quarter. As a result of the 
same phenomena import quotas for the first quarter of the Arabic year have not 
been fully used and many importers have not applied for second quarter licenses, 


For the first time since the strict import and exchange controls were 
effected figures are available which partially show their effects upon imports 
by Saudi Arabia, As can be seen in the chart below there were sharp reductions 
in the trade of several major suppliers during the first few months of 1959 when 
compared to the correspording periods in 1958. The percentage reduction attrib- 
utable directly to governmental controls cannot be determined with certainty; 
there can be no doubt, however, that a large portion of the reduced trading 
activity is the gesult of governmental action, 
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AVERAGE MONTHLY VALUE OF IMPORTS 
BY SAUDI ARABIA FROM VARLOUS COUNTRIES 


(Millions of Dollars) 


kxporting Country Jan-Mar 1958* Jan-Mar 1059% 
United States 5.5 el 
United Kingdom* an 20 
Germany (Federal Republic) Ls lwo 
France 7 Oye 


*® United Kinsdom data are based on the period Jan-Apr. in both years. 


7. The Port of Dammam 


Work on the $20 million expansion of the port of Dammam continues. In 
addition to Brown Engineers International and H, H. Pomeroy and Company men- 
tioned in the last quarterly report, Hawaiian Dredging and Construction Company 
Limited will assist in the work, 


The initial phase of the work will be carried out entirely over water. ‘The 
project includes the creation of a man-made island, 2,000 feet long and 700 feet 
wide, whose surface will be raised about thirty-two feet above the harbor floor, 
‘ore than 10,000 cubic yards of concrete will be used in the construction of the 
2,000=foot quay wall which will be supported by some 5,000 tons of steel piling, 
The addition of the four deep water berths will approximately triple the current 
capacity of the port. 


Even though progress on the project is somewhat behind schedule already, 
it is expected that the work still will be completed in approximately two years. 


8, Economic Development 


During the quarter the Hconomic Development Committee (EDC) continued to 
plan its future role. The Committee already has responsibility in the develo|~ 
ment of transport and communications, water resources, and natural resources, 
The principal emphasis in the near future will be on the development of water 
resources and on communications, To this end, Ahmad Jamjum, head of the LDC, 
has requested technical assistance from the newly formed U.N. Special Fund for 
the construction of grain silos, the establishment of a civil aviation training 
center, and the development of land and water resources of the Jaizan District. 
The Fund felt the first two projects were not feasible and rejected them. It 
was felt, however, that the Jaizan project might have possibilities of fruition 

‘and if economic and other studies indicate its feasibility the project. might 
have chances of approval, The technical studies would be undertaken only after 
the Government agreed to bear the non-foreign exchange costs generated by them, 


Whether it be the Jaizan project or some other, one of the immediate 
problems in any agricultural development project in Arabia - and one which 
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currently playues farmers, particularly in the Eastern Province - is the arti- 
ficially high level of wages paid in the oil industry and its effect in other 
sectors of the economy. In addition to denuding the ayricultural sector of its 
laborers, the hish waj-es paid in the oil industry have tended to increase the 
ware level in agriculture beyond the ability of farmers to pay. Given a different 
set of circumstances, increased mechanization mi;sht provide a part of the answer 
to the problem. The current scarcity of venture capital for agriculture combined 
with a tech iclozical deficiency in this sector, however, militate against the 
short-term operntion of this corrective device; the planners, therefore, will tx 
forced to cope with the problem in some other way. 


The DC membership envisages the Committee evolving into a "full-fledged" 
Development Board, similar in nature to that in Iraq. This, of course, would 
involve the suarantee that a certain percentaze of the oil revenues would be 
allocated to and spent at the discretion of the EDC on projects of its choice. 


The EDC was given an additional measure of power by the Council of i.inis- 
ters in its decision number 3); dated 9 August 1959. ‘The terms of this document 
provide that any application for exemption from customs duties by an importer 
should be submitted to the Ministry of Commerce, which will, in tur, forward 
it to the DC which will decide whether or not the equipment should be exempted 
from duty in accordance with the needs of the country. Used judiciously and 
with understanding, this power could be highly ins'trumental in encouraging the 
establishment of the most productive enterprises ii the country. 


At some time in the future, the Committee hopes to be designated by the 
Council of Ministers as the sole agency responsible for allacation of foreign 
exchange for industrial equipment imports, Given current conditions this would 
be an additional powerful weapon for channeling investment ir the desired 
direction, There may well be a struggle, however, with the Ministry of Finance 
and SAMA before they will relinquish jurisdiction in this matter. 


A considerable portion of any money spent in the economy by a development 
body would likely not be productive of consumer goods and services, Even 
those projects which did produce such items most probably would be a long time 
in their planning and execution staves. Nost such expenditures, therefore, 
would tend to be inflationary and wuld ict result in the usual beneficial 
"multiplier" effects on domestic income ari employment because of the tendencies 
to import on a large scale and to hoard cash or gold. In the final analysis, 
balanced, self-perpetuating economic development in the free-enterprise. sense 
must be based upon internal capital formation and the effective mobilization and 
investment of that capital in enterprises contributing to the increased flow of 
goods and services, The development authority can do a great deal toward plan- 
ning and executing development projects, particularly in the sphere of "social 
overhead capital." Ultimatelyy however, the only enduring foundation of eco- .Y 
nomic development in the Kingdom will be the ability and willingness of the 
Saudi people themselves to work, save, and invest in productive enterprises, 
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BEGIN CONFIDENTIAL es 
le Aramco Vice President Brougham Sees Tariki. . 
Aramco Vice President Robert BROUGHAM visited Jidda December 8 and 9 and (;, 
spent six hours talking and arguing outstanding Aramco-SAG issues with 01 


Petroleum Director Abdullah TARIKI. These included the Tapline-Sidon question, rT 
the trading company proposal and the matter of pricing arrangements. The 

talks were at Brougham's request as he desired to review the status of these 
problems prior to Tariki's December 15 departure for ) to 6 weeks on vacation 

in Egypt and Libyae 


Mre Brougham reported that Tariki appeared more intractible than ever on 
all outstanding issues, and asserted that little material progress was made in 
the discussions. He learned that the SAG answers on both the trading company 
proposal and the pricing arrangements would be in the negative, and was told 
flatly by Tariki that for his part he was "not interested in profits but in 
principles." Brougham did obtain Tariki's promise "to consider" a new plan 
for settlement of the Tapline-Sidon dispute, details of which remain to be 


worked out by Aramco (Embtel 385, Dec. 11, 1959). ra 
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Re SAG Replies to Aramco's Trading Company Proposale 


Petroleum Director Tariki replied December 8 to Aramco's proposal that 
the establishment of "third party" trading companies be allowed. In a rambling 
17-page letter he rejected the proposal as submitted and indicated that the 
SAG would agree to the trading company device only if it were established by 
Aramco rather than by a "non-contracting" party, or if Aramco would change its 
mode of operation so that it sold oil direct to the trading company instead of 
channeling all oil produced through one of its offtaker (iee. owner) companies 
(Embdes 153, Dece 16, 1959). 


COMMENT: Tariki's response to the trading company proposal was about 
what Aramco had expected and amounted to just one more attempt by Tariki to 
get Aramco to do its own posting and selling, thus accomplishing a major 
breakthrough in his goal of forcing integration on the company. The reply 
was still another sign that Tariki takes no interest in cooperating with Aramco 
on measures that would bring immediate or near-future increases in SAG revenue, 
but is entirely absorbed in devotion to his oftestated principles of integration 
and Arabizatione 


30 Proposed Caltex Sale of Asphalt for Use by CHICOMS in Yemen is Hot Issue. 


Tariki's uncompromising attitude toward Aramco has been hardened still 
further by knowledge that United States Treasury Regulations are preventing a 
Saudi merchant, Mr. Anovar Abu Gadayel from concluding a deal whereby the 
Caltex Company would supply 2200 tons of asphalt, processed in Caltex's Hahrein 
refinery from Saudi oil, for use by the CHICOM Economic Mission in Yemene To 
Tariki this is "proof that the State Department controls Aramco and other 
American oil companies", and constitutes unwarranted interference in sales of 
Saudi oil to a neighboring and friendly country. Aramco is extremely concerned 
over the possible consequences in the event Gadayel makes good his threat to 
sue the company in Shari'a Court because of Caltex's failure to supply the 
asphalt, and is upset that the timing of the affair has encouraged Tariki to 
intensify his negative attitude toward all SAG-Aramco issues. 


END CONFIDENTIAL 
BEGIN UNCLASSIFIED 


he Aramco Production Upe 


Aramco crada:oiki production averaged 1,210,299 barrels a day during 
November raising average daily production for the first 11 months of 1959 to 
over 1,08);,000 barrelse 


END UNCLASSIFIED 


BEGIN LIMITED OFFICIAL USE 7 


December production is expected to be sufficiently high to bring the daily 
average for the year 1959 to about 1,090,000 barrels, according to the Aramco 
Jidda Representative. 
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Se Arabian Oil Company (Japanese) Resumes Drillinge 


Drilling was resumed offshore from the Saudi Arabian-Kuwait Neutral 
Zone on November 29 by the Arabian Oil Company, according to an announcement 
by the companye The company expects to reach an undersea depth of about 
8,000 feet by the end of February 1960. Operations had been suspended since 
August 3 when the drilling platform was seriously damaged by fire caused by 
a natural gas blow-out at about 1500 feete 


be Saudi Riyal Appreciates on Free Markete 


The free market value of the Saudi Riyal showed considerable strengthening 
in early December, moving from SR ).68 = $1.00 at the first of the month to 
about SR e55 = $1.00 by December 12. Since then the rate for large 
transactions has stabilized at about SR ).57 = $1.00. 


END UNCLASSIFIED 
BEGIN LIMITED OFFICIAL USE 


The cause of this phenomenon is generally agreed to have been increased 
speculation based on belief that the Saudi Arabian Monetary Agency (SAMA) 
soon will change its selling rate for the dollar from SR }e75 to about SR );.50. 


END LIMITED OFFICIAL USE 
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SUBJECT: Netherland's Trading Society November Report on Economic Conditions in the 


Eastern Province AIS- & 


Given below is the November 1959 confidential market report of the Netherland's 
Trading Society Bank, Dammam/Al Khobar to its home office. 


> 
This report notes that by the end of November the free dollar-riyal rate fell . 
from SR 4.75 riyals to the dollar to SR. 4.724. Further information on recent = 
fluctuations in the free market exchange rate of the Saudi Riyal is contained in 
the Consulate General's telegram under reference. Yusiness conditions continue to ™ 
be depressed in the Eastern Province but some increase in trading activity can ai 
be expected when and if SAMA (Saudi Arabian Monetary Agency) announces a change in Nh 
its selling rate for dollars. Merchants and businessmen are of the opinion that * 
a new SAMA rate, between SR 4.50 and SR 4.25 to the dollar will be announced s0on; 
in the meantime they hesitate to buy dollars or other non-Saudi currency. be 
(0 


The Consulate General has already reported on the King's visit to the Easterm 
Province in its despatch under reference. 


"Exchange: 


"Towards the end of the month the rates quoted for US Dollars started 
dropping again, after having been 4.75 ever since July, and moved to 4.724 
-4.73 with buyers véry reluctant to commit themselves; brokers were quoting 
4.68 for sight New York. In line with this development and the weak ten- 
dency of the New York-London rate the Sterling selling rate fell from — 
to 13.254 There are rumors in the market about talks in government circles 
in Riyadh regarding the impending changes in the monetary regulations, which 
are now expected to be announced in the first half of January next. The SAMA 
selling rates remained unchanged at 4.75 for US Dollars and 13.341 for 
Sterling. 


479 


"The banks selling rate te s and Sterling for licensed trans— 
actions remained as ever 3.74 ; 6A209- 


"Trade: = 
QO D&C 5: — RY 
"Some licenses were issued’ for! imports covering the second quartey ro) 
the Arabic year (fourth quarter 1959), thé‘interest of importers was gnlyf 
| small. Wholesale prices were unchanged as a rule, the price of Dutch&tinned 


milk gee up slightly on accoupt. of decreasing stock, There is a goo 
___csxtinhedy same :1.2/19/59 fae 
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demand for building materials mainly for the two big local building projects, 
the Dammam port and the new Dhahran Airport terminal. 


"Port of Dammam: 
"There is no delay in unloading ships. 


"Oil Production: 


"Aramco total production for November amvuunted to 4.841.196 metric tons 
which is appreciably higher than the October production of 4.407.142 tons, the 
average daily output going up from 1.066.244 barrels in October to 1.210.299 
barrels in November. 


"Crude oil processed at the Ras Tanura refinery for the first ten months 
of 1959 totaled 52.324.631 barrels as compared with 52.036.510 barrels in the 
same period of 1958, 


"With the completion of a gas-oil separator plant at Khursaniya the 
sixth production field of Aramco in Saudi Arabia has opened, the other five 
being Dammam, Abqaiq, Qatif, Ghawar and Safaniya (off shore). 


"General : 

"H. M. King Saud bin Abd al Aziz paid a visit to the Eastern Province 
from the 19th November to the 2nd December, during which period he also was 
the guest of the Shaikh of Qatar for a few days." 


For the Consul General: 


7 A Vath Le 


Walter M. McClelland 
American Consul 


cc: Amembassy JIDDA 
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SUBJECT FORTNIGHTLY ECONOMIC REVIEW, DECEMBER ]6-31, 1959. Y - : 
# Lad! padre = 
| TABLE OF CONTENTS al Z 1 
le Saudi Riyal Continues to Strengthen on Free Market i 
2. SAG Withdraws Recognition of Marketing Allowances in Bs 
Aramco Crude Oil Sales ¥ 
3. Saudi Merchant Submits his Terms to Caltex for Out-of- 
Court Settlement on Asphalt Question oo 
BEGIN UNCLASSIFIED - 
) 
1) Saudi Riyal Continues to Strengthen on Free Market. > 
2 
The free market value of the Saudi riyal appreciated further during the Oo 
period, moving from SR he57 = $1.00 in mid-December to about SR 48 = $1.00 O 
at the end of the month. This was the result of further speculation in the oy 
market based on the general feeling that the Saudi Arabian Monetary Agency se 
(SAMA) plans to lower its selling rate in the near future (Bmb Airgram G+},0, N 
Dece 22, 1959). ’ 
ON 
END UNCLASSIFIED —— 
BEGIN CONFIDENTIAL 
$ 
Jidda bankers now believe that the new SAMA rate may be fixed in the 
neighborhood of SR )e25 or he35 = $1.00 rather than at SR }}.50 as anticipated “ 


until recently. 


—s 
2) SAG Withdraws Recognition of Marketing Allowances in Aramco Cruddy 
Oil Sales. ; Prk | _ 


The Saudi Government advised Aramco in a letter dated December 1) ‘inate m 
it desired the company to compute its tax liabilities on the basis of full & 
posted prices for crude oil without marketing allowances of any kind. —* 
letter, signed by Petroleum Director TARIKI, complained that the present 
system of permitting a marketing allowance figured on the’ basis of audited 
aétual expenses was unsatisfactory and was to be discontinued. Tarkki also 
criticized Aramco for operating the Ras Tanura refinery too far below its 
capacity and requested the company to make a new analysis of the present and 
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potential market for the refinery's products, the implication being that if 
Aramco did not soon increase its output and sales of products from the 
refinery the Government would withdraw marketing allowances on product sales 
(Embdese 169, Dece 2h, 1959) 


COMMENT: In conversation with Aramco officials, Tariki has made it 
clear that this total disallowance of marketing expenses is simply another 
device to compel Aramco to enter directly the field of marketing rather than 
continue using the marketing facilities of the owner companies. 


3) Saudi Merchant Submits his Terms to Caltex for Out-of-Court Settlement 
on Asphalt Question. 


Mr. Anouar Abu’ GADAYEL, the Saudi merchant who threatened to sue Aramco 
in Shari'a Court because of the failure.of the Caltex Company to supply him 
asphalt for eventual use by the CHICOM Economic Mission in Yemen, wrote to 
Caltex on December 27 offering to refrain from bringing suit provided Caltex 
pay him a sum exceeding $38,000 prior to January 10, 1960. According to 
Gadayel this amount would cover his loss of anticipated profit, out-of-pocket 
expenses, the fines he anticipates from the Government of Yemen, and his 
brokerage feee The matter is now under consideration by Caltex in New York 
(Fmbtel 1,18, Dece 29, 1959). 
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Repp, Rec! 4: January 5, 1955 / 
FROM: Jidda Seve LOg2. @.ti. me 8 4 
AN x Kd raf 3B 7) 
TO: Secretary of State v] S ¥ 
NOH MENT E 
NO: 314, January 5, noon BRAC QO 5 
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References: EMBTEL 236, November 30, USFOTO A-18, July 231, > F 
Embassy despatch 97, December 4, a a 
og 
@ 
Re USAOM/SA 1! quidation: 0 ws 
1% 
(1) With termination point in our activities, Embassy left a & 
with followtng categories property valued, according estimates > 96 
USOM executive officer, at $%12,100: > 
——s 
o 
(A) Heusehold and office furniture, supplies and equipment I 
for shipment to other missions $98,500. ,Ol 
(B) Motor vehicles, trailers and spare parts (including eogh 


two bull dozers, two motor graders and two USGS jeeps) for; 
shipment other missions $165,600. ) 


} 


(C) Medical and laboratory cig Seal and equipment for 
shipment to other missions $3,400. 


D) Miscellaneous agricultural equipment and insecticides - 
including DDT) for shipment to other missions $4,600. 


(E) Vehicles to be sold locally $18,800. 


(F) Miscellaneous household items to be sold locally, not 
considered worthy of shipment, value negligible. 


(G) USGS vehicles and miscellaneous equipment, held for 
instructions, $21,200. Note: All values to nearest $100. 


(2) Finance Minis +, just prior Christmas, granted ex post 
clearance all cate cry A items. Embassy was thus able arrange 
shipment Basra for rorwarding Tehran and Baghdad items allo- 
cated those posts; value this shipment $27,000. Other items 
this category, allocated Amman and Tripoli, will be shipped 

as s00n as possible; no further difficulty expected. w 
™m 
Clearance items categories B, C, and D thus far withheld? 

in which connection head of Foreign Office, acting for Kkjyngagce 


ety rensePHyeoo 


Minister , hab 
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Minister, has raised two questions: Were any or all of those 
items imported for purpose of implementing project agreement? 
If so,. should not arrangements for their disposition be con- 
cluded between two governments under paragraph 3, article 

5 general technical cooperation agreement? 


There has been no discussion regarding items categories 

E and F as no export clearance has been requested. Embassy 
doubts, however, that sale of vehicles can be attempted 
without incurring SAG interference. Foreign Dffice must 

be notified of all vehicle sales. 


USGS equipment, category G, will cause no immediate diffi- 
culties, although SAG may be expected raise queries if 
export or sale is proposed. 


(3) Foreign Office also makes two requests in connection 
with final liquidation USAOM/SA activities: 


(A) That five students referred to in paragraph 3 of USFOTO 
A-18, July 31, be authorized proceed immediately to US for 
training as arranged with USAOM/SA. 


(B) That American sanitary engineer (preferably Rolt 
Skrinde, formerly employee USAOM/SA and now USAOM Bangkok ) 
be sent Jidda to install quarantine station equipment 
turned over to Health Ministry shortly prior to and at time 
termination USAOM/SA. 


Note: Regarding second request, head of Forelgn Office 
states following: 


(A) No qualified sanitary engineer available Jidda. 


(B) Health Minister most anxious effect installation 
earliest possible date so as to permit its inspection by 
WHO prior to opening (approximately June 1) of next 
pilgrimage season. 


(C) If US Government defray expenses Skrinde detail (which 
should require only approximately one month work Jidda) 
Saudi Government wiil defrxuy them. 


(D) As USAOM/SA did not leave with Health Minister any 
Lnstallation plans or instructions, Health Minister 
requests they be forwarded soonest. (Note: Embassy has 
no record of any such plans). 


4. I should appreciate receiving instructions regarding: 


(A) Whether 
CONFIDENTTAI, 


CONFIDENT TAL ihe 


-3- 313, January 5, noon from Jidda 

(A) Whether in Department's view any of equipment listed in 
categories B, D, C, and E can properly be subject of "s 
"arrangements" between US Government and SAG under cited 
paragraph TC agreement. (Note: On basis distussion this 
matter with Merril Gay in Damascus during December RECNE 


conference, I have informed head of Foreign Office that in ay 
our view title to all items lies with US Government. va 
(B) Whether five students in question may proceed to US \o 
for training. (Note: 


I urge favorable action this . 
matter in line with authorization given in USFOTO A-18). 


(C) Whether Skrinde or other US sanitary engineer can be 
sent promptly Jidda in compliance Foreign Office request. 
(Note: I urge favorable action. This was worthy project, a 
completion of which before next pilgrimage starts appears ." .’ i+’ 
to mutual benefit in Interest international health control). 
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OC/T 
SENT TO: Amembassy JI 32/85 


a, | i ae 


br} 
Fryer of International Development Services has raised with Department: | 
@® ct 
i a) eg 
question possible resumption technical assistance for Saudi Arabia through = 


medium his organization. Under such arrangement FOA would contribute necessary 


funds to be administered by TDS in agreoment with SAG. Fryer stated 1f USG © 


agregable he could without difficulty stimilate SAG tequest for such; _assistan® 
i 
adding interest already exists but problem "face" must be dealt wit 


Department inclined feel it would be unwise USG embark upon such co 








for following reasons: 


"o4 petanies og 1ST) 


1. It would be bad tactics in our relations with Saudi Arabia for 


make such approach to SAG in endeavor resuscitate program only recently 


terminated at SAG request. Such action would undoubtedly interpreted as 


wealmess our part, 


Sa 223 00° 


{offe 2e We do not believe such course could be easily defended heres Ww 
difficult explain wy such methods being used reintraduce US veckns.aat 


“4 Point IV techs’. 


Ambassador's coments desired, 
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; Control: 14890 
Rec'd: January 30, 195! 


72 OT ¢ 1 
5327 a.th. 


FROM: Jidda 
Info Nolting 526 3 
NEA 10: Secretary of State Cagle - ee 5 o 
: Ellis gE Y 
B NO: 959, January 30, 11 a.m. Frecht ling f 
: Legal 5 
OCL Moreland @ 2 
BOM ATTENTION: SECRETARY CONGRESSIONAL RELATIONS. Newnan OO x 
Price E 
DEPCIRTEL 409, January mo 
° ww 
I should appreciate Department including in report to Senate ro a 
subcommittee on technical assistance programs simple statement © & 
to effect that there is no longer any technical assistance pro- 4, §& 
gram in Saudi Arabia, the Saudi Government having formally me J 
terminated point four activities as of July 11, 1954. > = 
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FROM: Jidda 


10; Secretary of State 
NO: 473, February 6, ? p-m \ 
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|. In my talk with Minister Finance Surur (MYTEL 37‘) |*"ebruary 6), 
I mentioned telegram from American Embassy Addis Ababa- saying 
laboratory equipment and supplies valued only some $3, 000 left 
here by USAOM/SA for shipment Ethiopia (Category C, Paragraph 1, 
MYTEL 313 January 4) was needed in connection projected ma- 

laria survey. I asked him clear shipment exceptionally for 
export on ground that, to my best knowledge, items included 
therein had been brought here in belief project agreement for\ 
their use would be signed with SAG but in fact had not been ; 
signed when SAG terminated general TA agreement. , 
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He replied he was not indisposed authorize this export but 
wished know my personal thinking on questions submitted Depart- 
ment re disposition Point Four equipment (MYTEL 31% January 4}). 
He personally felt that, if any of items left here had been 
imported to implement projects in effect when mission was 
terminated, they should be turned over to 3AG which would 
itself complete such project; also that items imported to 
implement proposed but unsigned projects should, if needed by 
SAG to undertake such or similar projects, be sold to SAG 
rather than exported to other Point Four missions. 


IL answered that I too hoped Department might be able see its 
way authorize me conclude some such arrangement with SAG under 
Paragraph 3, Article 5 of general TA agreement, if only be- 
cause of high cost of shipping remaining items elsewhere; 

but J should wish to be assured that SAG wouldfin fact put items 
to worthwhile use. To this he answered he would not wish buy 
any of them if he could not put them to worthwhile use. 
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In circumstances, I should appreciate indication Department's 
interim thinking this question. Fr} 
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2. Comment: following" ts submitted by way of explanation mr 


above remark "if only because of high cost of shipping re- [ 


ean! 
maining items elsewhere." 
a G3 - 
With shipment Category A items (household and office fuentes 
supplies and equipment valued at $98,500) Embassy is now hol 

g FOA property items valued (according FOA estimates and 
Ob, including estimated value USG's items) at $188,200. 
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OL lL. In my talk with Min Finance Surur (MYTEL 3 February 6) 


, I mentioned telegram from American Embassy Addis Ababa saying 
CIA laboratory equipment and supplies valued only some $3000 left 

m here by USAOM/SA for shipment Ethiopia tegory C, Paragraph l, 
oclL MYTEL 313 January 4) was needed in con ion projected ma- 

FOA laria survey. I asked him clear shi x exceptionally for 
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/- export on gyound that, to my best kno , items included 
+,otherein had been brought here in bed oject agreement for 
nxt" their: use would be signed with § n fact had not been 
WA signed when SAG terminated gener greement . : 
ro) 4 
He replied he was not indisp horize this export but S 
wished know my personal thi g questions submitted Depart- 
ment re disposition Point Feu quipment (MYTEL 314 January 4). = 
RS) of items left here had been = 


He personally felt that 

imported to implement in effect when mission was 
terminated, they shou pe rned over to SAG which would 
itself complete such project; also that items imported to 
implement proposed but unsigned projects should, if needed by 
SAG to undertake such or similar projects, be sold to SAG 
rather than exported to other Point Four missions. 
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I answered that I too hoped Department might be able see its 
way authorize me conclude some such arrangement with SAG under \ 
Paragraph 3, Article 5 of general TA agreement, if only be- 

cause of high cost of shipping remaining items elsewhere; 

but I should wish to be assured that SAG would in fact put items 

to worthwhile use. To this he answered he would not wish buy 
any of them if he could not put them to worthwhile use. 


In circumstances, I should appreciate indication Department's 
interim thinking this question. 


2. Comment: Following is submitted by way of explanation my 
above remark "if only because of high cost of shipping re- 
maining items elsewhere." 


With shipment Category A items (household and office furniture, 
supplies and equipment valued at $98,500) Embassy is now hold- 
ing FOA property items valued (according FOA estimates and 

not including estimated value USG's items) at $188,200. 
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CONFIDENTIAL 
-~-2-#373, February 6, 2 p.m., from Jidda 


Of this total, po cl Mae B — (automotive equipment and 
spares) account for $161, 


In latter figure is included $75,100 being FOA estimated value 
of two bulldozers and two motor graders imported for community 
development project which was in force, though moribund, when 
general TA agreement was terminated. 


Balance Category B is made up chiefly of 30 odd units of used 
motor transport given estimated replacement value in US of 
$86,300. We doubt that these items could be sold here or any 
other NEA market for cost of packing and shipping them? 
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SMSA 10; Secretary of State & t 
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Re my telegram 373 February 6. 
OCL 
FOA Minister Finance informs Embassy Arab consultant he has 


now obtained King's approval following formula: 


(1) In regards items of equipment brought Saudi Arabia for 
projects for which project agreements were signed, SAG will 
carry on such projects and desires USG assist in their completian 
by granting such items to SAG. \ 


2) If SAG needs other items of equipment brought Saudi Arabia 
or intended projects but for which no project agreements were 
signed, SAG will buy them; if not, it will permit their 
export. 
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We understand permission to export would carry with it 
alternative authority to sell items on local market provided 
buyer paid import customs duty. 
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CR Reflurned 1290Z yesterday. > 4 
od During éopfersation in Muscat Sultan did not raise Boint 4. @ e 
ocp ForeignrMinister did. In talking with latter I followed = 
USTA guidance of Department's telegram 69, December 8, 1954 realizing 1 ¢ 
CIA however, that Foreign Minister's inquiry stemmed apparently from + 5 
desire for information and ossibly even to cooperate rather than p» 2 
DOL 4«=soa@8.-« in all probability from desis instructions his master. At thisrn 
FOA stage, therefore, Point 4 in Muscat 1s dormant. Report follows. A ° 
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A-35 December 13, 195! 
NO. 
suBJEcT: ‘The status of Point Four General Agreement, May 17, 1951. 
To The American LUmbassy, Jidda 


Question arises from time to time as to whether notice given 
y the Saudi Arabian Government in its note of July ll, 1954 re- 
tion of the General Agreement for Technical 


lating to conti 
Cooperation (Embtel 22, July ll, 1954) can be strictly considered 
to constitute termination of this agreement. Possibility appears 
to exist that agreement might be technically considered to be still 


in force. Department wonders what written reply, if any, was made 
to the Saudi note; Department's records appear to be somewhat in- 
complete on just how notice was handled, 
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Action - Control : 625 
NEA Rec'd: March 1, 1956 
FROM: Jidda 3:55 p.m. © 
Info 5 
RMR 10: Secretary of State ie 
~ °o 
ss NO: 393, February 29, 7 p.m. F 
a O © 
U DEFTEL 401 and A-35 OF 
KUR > * 
L { belleve SAG considers Point IV agreement dead as doornail. . uw 
iC My telegram 34 July 22, 1954 mentioned informal note sent that © od 
i date to deputy Foreign Minister Yasin. Corson forwarded its O 2 
R text to FOA divisional chief Taggart by letter dated August 1&£ 
8% but referred only briefly my relevant conversation with a B 
Yasin July 24. My office memo thereof contains following > * 
paragraph: oo 
We wished say first he had nothing to add to what was said 
in note of July 11; it said SAG had decided not renew Point nN 
TV agreements; obviously any agreement when terminated is not oO 
to be renewed. 67) 
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CONFIDENTIAL 
DEPARTMENT OF STATE 


HONE: 
Memorandum lea. iin 


DATE: Harch 30, 1956 


SUBJECT: Proposed Private Technical Assistance Program in Saudi Arabia 
ra ¥ 
lr, Bb, Rk, Fryer, Director, Interng#ional Development Services, 


PARTICIPANTS: (also representative for We: stinghouse International, Bedorut) 


David D, Newsom, NE 


COPIES TO: NE, NE/E, ICA, Jidda 


Mr. Fryer telephoned Mr, Newsom from New York to lcarn vhether 
the Department had given any further consideration to his proposal 
for a private technical assistance program in Seudi Arabia, Mr. 
Newsom said that it was the feeling, both in the Department and in 
ICA, that they did not wish at this time to open with Saudi Arabia 
discussions of any technical assistance proposals which would involve 
a new agpreement with Saudi Arabia, He explained that, if ICA funds 
were to be used, such an agreement would be required. 


He informed Mr, Fryer, also, that Ambassador Wadsworth was 
returning on consultation and that Mr, Fryer's proposals would be 
discussed with him, Mr. Fryer said he would then wait until the 
Ambassador returns before visiting Saudi Arabia, 
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USOM/Iraq can, if furnished with necessary ; budgetary requirements and personnel, 
contribute substantially to communication ties between Baghdad and Amman in the 
fields of highway improvement, railroad construction and telecommunications. 


HIGHWAY IMPROVEMENT oD 
08) 


A new kx 5o kilometer road has just been completed between Baghdad and FellujahQ) 
A new 54 kilometer road between Fellujah and Ramadi is under construction and should > 
be completed late this fall. The 317 kilometer road hetween Ramadi and Rutba is of e 
British construction and is fairly well maintained. It is straight and average speed 
of 80 KPH can be maintained. No provision has been made in the current 5 yr. plan O 
for rebuilding of this road which was constructed between World War I & II. The 140 1 
kilometer ovad from Rutba to the Jordanian border is rather crooked and is in she a | 


poorest condition of any portion. > 
~ 


USE pxeseptly is rendering technical assistance in highway engineering to the 
Ministry of Communications and Works through a contract with the consultant firm of 
Edwards Kelsey and Beck. This advisory assistance could be expanded to cover the 
Ramadi to Jordan border portion of the road. It is believed that the next 5 year + 
plan of the Development Board will include provisdons for improvement of this por- 


tion. 
TELECOMMUNICATIONS 


The present telecommunications system of approximately 530 miles consists of one 
3 channel carrier system. It is understood informally that in contemplation of future 
needs of the Arab Union it is planned to add one three channel carrier system which 
will be available within a few weeks. It is further umdérstood that a twelve channel\¢ 
system is on hand but that PT@T lacks financing jpstallation at this time, 
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If it is desired that an additional 12 bic eta be provided and assum 

that the existing line could be reinforced to support the additional open wire tha 
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would be required it is ‘estimated that this could cost "ea een gee $655,000 wi J 
Iraqi engineers are : 






an addi tional 10% for engineering. It is £el¥}4hqvevel, Ith 
qualified for this work. 
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SUBJECT: Communications between Baghdad and Amman 
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If micro-wave system between the capitals providing a 24 channel system is de- 
sired the estimated cost would be $1,320,000 to include an aerial survey, detailed 
engineering specifications, building required to hoyse the equipment, power plant, 
and all other equipment. This micro-wave system would not tie in with the Baghdad 
Pact contemplated system. 


Since Iraqi engineers are considered qualified it is not believed that any 
substantial technical assistance cost would be involved. 


RAILROAD LINK 


Press reports indicate an intention to construct a railway line from Baghdad to 
Amman. USOM is currently rendering technical assistance in the proposed construction 
of a new standard guage railway from Baghdad to Basra via Kut. Since there is no 
available information as to the economic feasibility of constructing such a railroad 
it is suggested that if the Union persists in considering this ‘project ICA might 
finance a consultant contract to survey the economic and technical feasibility of 
such a link similar to the ErahdeiTurkey:rathreadcreconnaissance survey. 


FINANCING 


Although the Development Board income has been substantially curtailed because 
of disruption of the Syrian oil pipe line it is thought that the highway improvement 
and telecommunications project @gmm be financed without exterifal assistance. In the 
case of a project of the magnitude of a railway line between the capitals some loan 
assistance might be required. To obtain loans for this purpose should not ,be dif- 
ficult in view of the high credit standing of Iraq although the government/Strongly 
opposed to borrowing money and thus far finances all development projects out of 


current revenue. 
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